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HEALTH INSURANCE PREMIUMS UNDER THE 
PATIENT PROTECTION AND AFFORDABLE 
CARE ACT 


MONDAY, MAY 20, 2013 

House of Representatives, 

Subcommittee on Oversight and Investigations, 

Committee on Energy and Commerce, 

Washington, DC. 

The subcommittee met, pursuant to call, at 4:02 p.m., in room 
2123, Rayburn House Office Building, Hon. Tim Murphy (chairman 
of the subcommittee) presiding. 

Present: Representatives Murphy, Burgess, Scalise, Harper, 
Olson, Griffith, Johnson, Long, Ellmers, Barton, DeGette, 
Schakowsky, Butterfield, Castor, Green, and Waxman (ex officio). 

Staff Present: Sean Bonyun, Communications Director; Matt 
Bravo, Professional Staff Member; Karen Christian, Chief Counsel, 
Oversight; Andy Duberstein, Deputy Press Secretary; Paul Edattel, 
Professional Staff Member, Health; Julie Goon, Health Policy Advi- 
sor; Brad Grantz, Policy Coordinator, O&I; Debbee Hancock, Press 
Secretary; Sydne Harwick, Staff Assistant; Brittany Havens, Staff 
Assistant; Sean Hayes, Counsel, O&I; Andrew Powaleny, Deputy 
Press Secretary; Tom Wilbur, Digital Media Advisor; Phil Barnett, 
Minority Staff Director; Stacia Cardille, Minority Deputy Chief 
Counsel; Elizabeth Letter, Minority Assistant Press Secretary; Ste- 
phen Salsbury, Minority Special Assistant; Roger Sherman, Minor- 
ity Chief Counsel; and Matt Siegler, Minority Counsel. 

OPENING STATEMENT OF HON. TIM MURPHY, A REPRESENTA- 
TIVE IN CONGRESS FROM THE COMMONWEALTH OF PENN- 
SYLVANIA 

Mr. Murphy. Good afternoon. I convene this hearing of the Sub- 
committee on Oversight and Investigation to examine the impact 
the Patient Protection and Affordable Care Act will have on the 
premiums of every American. 

Today we are joined by several witnesses. Cori Uccello. Did I say 
it correctly? 

Ms. Uccello. Uccello. 

Mr. Murphy. Uccello? I see. Uccello like — ^yes, we are good — is a 
senior health fellow at the American Academy of Actuaries. Chris 
Carlson — I think I got that right — is an actuarial principal with the 
Oliver Wyman Group. Daniel Durham is executive vice president 
for Policy and Regulatory Affairs with America’s Health Insurance 
Plans. And Topher Spiro is the vice president for Health Policy at 
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the Center for American Progress. I thank the witnesses for joining 
us today. 

Today’s hearing will focus on a question that many Americans 
are concerned about: Will the Affordable Healthcare Act increase 
the cost of my health insurance? Based on information provided by 
some of the Nation’s largest insurance companies and by outside 
analysts, the answer to that question is yes. 

Two months ago the Subcommittee on Oversight and Investiga- 
tion sent a letter to 17 insurance companies, including 15 of the 
Nation’s largest insurers. We asked them for very basic informa- 
tion. What do you expect the Affordable Care Act will do to the pre- 
miums of Americans? Will they, in fact, be more affordable? We 
didn’t ask them to create new material and we did not ask them 
to exclude or to focus on certain information or certain States. In- 
stead, we simply asked them for the material they already had cre- 
ated to estimate the impact of the health care law on their con- 
sumers. 

Nearly all the material the insurers submitted showed that 
Americans can expect massive premium increases. As one insurer 
told the committee, consumers in 90 percent of all States would 
likely face significant premium increases. Another wrote to the 
committee, “The bottom line is that the PPACA does not contain 
many provisions that will reduce costs and improve affordability, 
especially in the short term.” 

Now, to be clear, some individuals in a few States may see pre- 
mium decreases. As identified by the insurers, these States are 
typically the ones that are already highly regulated, such as New 
York, Massachusetts, Maine, Vermont and others, but some of the 
materials submitted by the insurance industry show that even indi- 
viduals in those States may still get a premium increase. And this 
still only represents five States. The other 45 can expect, as the in- 
surers told us, significant premium increases. Forty-five States get 
premium increases and five may see a slight decrease. 

On the day this law was signed, the President said it would, 
“lower costs for families and businesses.” It seems remarkable that 
a law that was passed on the basis of affordability will instead 
bring Boston prices to a small town of Pennsylvania that otherwise 
would have been successful. 

So why are costs going up? According to the materials provided 
by the companies, the Affordable Care Act mandates insurers pro- 
vide a number of services regardless of consumer want or need, and 
then limits the ability for insurers to charge more or less depend- 
ing on the likelihood of an individual using that insurance. We can 
easily predict those individuals who will be the hardest hit by these 
coming premium increases: young and healthy adults and some 
other age groups as well. 

Furthermore, based on the materials provided by the insurers, 
the provisions in the Affordable Care Act that were supposed to 
mitigate the premium price increases are not going to be enough. 
For example, we have heard that those who can afford it the least 
will get subsidies if they earn less than 400 percent of the Federal 
poverty line, which is nearly $46,000 for an individual. Yet one in- 
surer told this committee that the subsidies would cover only 40 
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percent of the premiums. So after doubling your premiums, the Af- 
fordable Care Act pays for less than half of it. 

And what if you aren’t eligible for a subsidy? If you are an indi- 
vidual making more than $46,000 or a family of four making more 
than $94,000, you won’t be getting any help from the Federal Gov- 
ernment. This health care plan was passed on the promise of low- 
ering costs for everybody. 

Supporters of the law often point out that women can no longer 
be charged a different amount because of their gender, but this 
benefit actually stops as women get closer to retirement. Several 
insurers told the committee these women will actually face higher 
premium increases than older men because of the end of gender 
rating. So as women get older and will inherently need more health 
care coverage, this health care bill makes it even more expensive. 

We have also heard about the free services people get under the 
law, but these services are not free. Many insurers provided us 
with material showing that these free services were simply added 
to the premiums. So instead of paying for these services as they ac- 
tually use them, everyone gets to pay for this in their premium re- 
gardless of whether you benefit from it. 

Now, our investigation has heard from the insurers, so today we 
hope to hear from those before us. We will hopefully be able to get 
the perspective of the actuaries before us as well as the industry 
representatives. Thank you again for joining us today. 

[The prepared statement of Mr. Murphy follows:] 

Prepared statement of Hon. Tim Murphy 

I convene this hearing of the Subcommittee on Oversight and Investigations to ex- 
amine the impact the Patient Protection and Affordable Care Act will have on the 
premiums of every America. Today we are joined by several witnesses: Cori Uccello 
is a Senior Health Fellow at the American Academy of Actuaries, Chris Carlson is 
an Actuarial Principal with the Oliver Wyman Group, Daniel Durham is the Execu- 
tive Vice President for Policy and Regulatory Affairs with America’s Health Insur- 
ance Plans, and Topher Spiro is the Vice President for Health Policy at the Center 
for American Progress. 

I thank the witnesses for joining us today. 

Today’s hearing will focus on a question that many Americans are concerned 
about: will Obamacare increase the cost of my health insurance? 

Based on information provided by some of the nation’s largest insurance compa- 
nies and by outside analysts, the answer to that question is yes. 

Two months ago, the Subcommittee on Oversight and Investigations sent letters 
to 15 of the nation’s largest insurers. We asked them for very basic information: 
what do you expect the Affordable Care Act will do the premiums of Americans? 
Will they in fact be more affordable? We didn’t ask them to create new material and 
we didn’t ask them to exclude or focus on certain information. Instead, we simply 
asked them for the materials they had already created to estimate the impact of 
the health care law on their consumers. 

Nearly all of the material the insurers submitted showed that Americans can ex- 
pect massive premium increases. As one insurer told the committee, consumers in 
90 percent of all states would likely face significant premium increases. Another 
wrote to the committee: “The bottom line is that the PPACA does not contain many 
provisions that will reduce costs and improve affordability, especially in the short 
term.” 

To be fair, some individuals in a few states may see premium decreases. As iden- 
tified by the insurers, these states are typically the ones that are already highly reg- 
ulated: New York, Massachusetts, Maine, Vermont. But some of the materials sub- 
mitted by the insurance industry show that even individuals in those states may 
still get a premium increase. And this still only represents five states. The other 
46 can expect, as the insurers told us, significant premium increases. 45 states get 
premium increases, five may see a slight decrease. On the day this law was signed. 
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the president said it would “lower costs for families and businesses.” It seems re- 
markable that a law that was passed on the basis of affordability will instead bring 
Boston prices to small town Pennsylvania, it would have been successful. 

Why are costs going to go up? According to the materials provided by the compa- 
nies, the Affordable Care Act mandates insurers provide a number of services re- 
gardless of consumer want or need, and then limits the ability for insurers to charge 
more or less depending on the likelihood of an individual utilizing that insurance. 
We can easily predict those individuals who will be the hardest hit by these coming 
premium increases: young and healthy adults. 

Furthermore, based on the materials provided by the insurers, the provisions in 
the Affordable Care Act that were supposed to mitigate the premium price increases 
are not going to be enough. For example: 

We have heard that those who can afford it the least will get subsidies if they 
earn less than 400 percent of the federal poverty line, which is nearly $46,000 for 
an individual. Yet, one insurer told this committee that the subsidies would only 
cover 40 percent of the premium. So, after doubling your premiums, Obamacare 
pays for less than half of it. 

And what if you aren’t eligible for a subsidy? If you’re an individual making more 
than $46,000, or a family of four making more than $94,000-you won’t be getting 
any help from the federal government. Obamacare was passed on the promise of 
lowering costs for everybody. 

Supporters of the law often point out that women can no longer be charged a dif- 
ferent amount because of their gender-but this “benefit” actually stops as women 
get closer to retirement. Several insurers told the committee these women will face 
higher premium increases than older men because of the end of gender rating-so 
as women get older and will inherently need more health care coverage, Obamacare 
makes it more expensive. 

We have also heard about the “free” services people get under the law- but these 
services are not free. Many insurers provided us with materials showing that these 
free services were simply added to premiums — so instead of paying for these serv- 
ices as they actually use them, everyone gets to pay for this in their premium, re- 
gardless of whether you benefit from it. 

Our investigation has heard from the insurers, so today we hope to hear from 
those before us. We will hopefully be able to get the perspective of the actuaries be- 
fore us, as well as the industry representatives. 

Thanks again for joining us today. 

# # # 

Mr. Murphy. I now recognize Ranking Member DeGette for her 
opening statement. 

OPENING STATEMENT OF HON. DIANA DEGETTE, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF COLO- 
RADO 

Ms. DeGette. Thank you so much, Mr. Chairman. Mr. Chair- 
man, last week for the 37th time the House voted to repeal the Af- 
fordable Care Act. And I suppose someone — I think you told me 
that we are all going to get little diamonds on our member pins 
when we hit 40 votes to repeal, but I am really mystified at the 
zeal to repeal the law, because I think we have made a lot of 
progress in the last 3 years, and as the law continues to be imple- 
mented, I think we will make a lot more progress. 

Some of the worst abuses of the insurance industry, like rescis- 
sions of coverage for those who became ill, and the refusal to pro- 
vide care for children with pre-existing conditions are no longer al- 
lowed. Tens of millions of Americans are already receiving better 
health insurance coverage, benefiting from free preventative care, 
and the elimination of lifetime coverage limits. States are taking 
advantage of new rate review tools, helping to slow the outlandish 
rates at which insurance premiums were increasing before the Af- 
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fordable Care Act. And I would point out those who are com- 
plaining that insurance rates are still rising in some areas need to 
look at how much they have been rising in the last 10 or 15 years 
in this country. 

Other things in the Affordable Care Act that are helping, over 3 
million young adults under the age of 26 have been able to retain 
health insurance coverage on their parents’ plan. Medicare cov- 
erage has gotten even better. Over 6 million seniors are benefiting 
from the Affordable Care Act closure of the part D doughnut hole. 
They have saved over $6 billion in prescription drug costs. Tens of 
millions of seniors have received free preventative care under the 
Affordable Care Act. 

And, Mr. Chairman, the early results seem to indicate that the 
Affordable Care Act’s provisions design to reduce overall health 
care costs, which is what this hearing is about, are encouraging 
more coordinated care, moving away from payment systems that 
discourage unnecessary care, and paying more for quality than for 
quantity are working. 

The National Health Expenditure Survey released in January 
found that health expenditures are increasing at their slowest rate 
in 50 years. The Congressional Budget Office reported what one 
analyst called “a sharp and surprisingly persistent downward 
slow” — let me try that again — “a sharp and surprisingly persistent 
slowdown in health care costs” since passage of the Affordable Care 
Act. 

And last week, largely because of these changes, CBO reported 
a drop in deficit productions of hundreds of billions of dollars. And 
I think, Mr. Chairman, that these success stories are only the be- 
ginning. 

In January 2014, the ACA will be fully in effect. When that hap- 
pens, all Americans will, for the first time, have access to afford- 
able health coverage regardless of age, gender or whether they 
have a pre-existing health condition. Millions of low income Ameri- 
cans will be able to sign up for Medicaid. Others, who do not re- 
ceive coverage from their employer, will be able to shop for insur- 
ance on the competitive and transparent environment of health 
care exchanges, and most will qualify for tax credits to help pay for 
this coverage. According to the CBO, 86 percent of individuals who 
receive coverage through the ACA exchanges will receive tax cred- 
its, with the average credit reducing costs by over $5,000 a year. 

So, Mr. Chairman, I think the ACA represents a real and endur- 
ing improvement in quality of life. We have a lot of work to do, and 
that’s why I am really glad that we are having this second hearing 
on implementation of the ACA. And I would urge the entire Energy 
and Commerce Committee to spend less time fighting about wheth- 
er we should have this important legislation and more time talking 
about how we can make it work better. 

We have heard people complaining that there are going to be 
massive premium increases, but the Affordable Care Act’s tools to 
help cut costs, from rate review, to tax credits, to the availability 
of lower cost catastrophic plans for young people will ensure that 
health insurance is affordable. 

Now, later this week, we are going to learn about the ACA pre- 
miums in my State in Colorado, but we already had more insurers 
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than we expected, 19 of them, line up for enrollment in the ex- 
change, so we think this should only benefit competition in Colo- 
rado. In States like Rhode Island, Washington State, and Vermont, 
they show no evidence that the worst-case scenario of rate in- 
creases, the rate shock that we hear so much about, will happen. 

And so I hope that we can really take it — take time in this hear- 
ing and as we go forward in this subcommittee, look at the good 
things the law is doing for the American people and figuring out 
how we can make health care even more available for all Ameri- 
cans and more cost-effective. 

With that, Mr. Chairman, I yield back. 

Mr. Murphy. Thank the gentlelady. 

Now turn to Dr. Burgess for his opening statement, 5 minutes. 

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Burgess. Well, thank you, Mr. Chairman. And I appreciate 
the fact that we are having this hearing today. It’s important, and 
I think we need to have this discussion. 

You know, the summer of 2009 is a time that I will never forget. 
The town halls that summer, my little town of Denton, Texas, 
which normally if I could get 2 dozen people to show up, I thought 
I was doing a good job, we had 2,000 people show up for the town 
hall. And why? Because they were concerned about what they saw 
just over the horizon with the President’s effort to take over the ad- 
ministration of health care in the entire country. 

They weren’t asking us to do that. They were saying, be careful. 
Do not disrupt the system that is arguably working well for 60 to 
65 percent of the people in this country, but if you are going to do 
anything at all, could you please help us with costs? 

Now, I think January 1st of 2014, we will begin to see how dis- 
ruptive this law has been to the system in the country. We will — 
we will have to wait on that day and see if I am right on that 
premise, but we do know today about the effects on cost, and they 
have not been good. 

The President, in the heady days leading up to the passage and 
the signing of the Affordable Care Act, said 2,500 bucks is what 
you are going to save once this law comes into effect and online. 
Today, nobody’s talking about saving $2,500. In fact, most people 
are worried that they are going to spend that amount more. Now, 
it’s all well and good to say that, hey, that costs would have gone 
up even more without the Affordable Care Act, but that’s a pretty 
difficult premise to prove, but what people are — do know, that they 
see when they open their cost of their insurance for the coming 
year is that it’s going up significantly. 

I had a youngster in my district over the weekend, mid 30s, sin- 
gle, he teaches school, his premiums have doubled this year. And, 
like many young men, he is questioning whether or not he even 
should continue the insurance, because after all, there is no real 
penalty, and if he gets sick, don’t they have to take care of him 
anyway? That is a problem that is on the horizon that really has 
been poorly addressed, but this committee, in doing its work, sent 
out a number of letters to 17 of the Nation’s largest health insur- 
ance companies requesting analysis of the effect of the Affordable 
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Care Act’s policies, the mandates, the taxes and fees on health in- 
surance premiums. 

The results demonstrate exactly what some of us have felt all 
along, that the Affordable Care Act fails to lower costs, and instead 
exacerbates the very problems it was sent to correct. 

The greatest effects of the increase in costs from the Affordable 
Care Act will be felt by the very individuals that the President 
claimed it would help the most, that is, people in the small group 
market, people in the individual market, and people who lack 
health insurance. 

Insurers in our survey reported that not only would premiums 
increase across almost all 50 States, but they also reported that 
these premiums will increase between 1 and 400 percent. Even 
more troubling is that the premium increases are not just con- 
tained to the individual market, but will also be felt by consumers 
in the small group market and the large group market. Small busi- 
nesses purchasing these plans can expect premiums to go up by 50 
percent on average. 

Many employers in the large group markets choose to self-insure, 
and even these plans reported that the taxes and fees embedded 
in the Affordable Care Act could increase premiums from 15 to 20 
percent on average. 

Now, there has always been this notion that we will tax an in- 
surance policy and that money will somehow come out of the sala- 
ries of the executives in the insurance company. Well, I tell you, 
that’s a fantasy. Those charges do not come out the salaries of the 
executives. They are passed on to the rate payer, they are passed 
on to the premium payer of those insurance policies, and that effect 
is going to be felt in a very profound way beginning next year. 

The central promise of the Affordable Care Act is the component 
of the law that was supposed to hold costs down is in fact going 
to be very detrimental to consumers, to job creators, and to health 
care providers. 

One of the most offensive things that I hear people — when I hear 
people talk about the Affordable Care Act is things are going to be 
free. Let me just tell you, practicing medicine for 25 years, there 
is nothing free that happens in a doctor’s office or a hospital. You 
are either stealing something, even if it’s just the intellectual prop- 
erty of the doctor or nurse who provides that care, it’s paid for 
somewhere by someone. Unfortunately, those people aren’t rep- 
resented today. 

I will yield back the balance of the time. 

Mr. Murphy. The gentleman yields back. I now recognize the 
ranking member of the full committee, Mr. Waxman, for an open- 
ing statement. 

OPENING STATEMENT OF HON. H ENRY A. WAXMAN, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI- 
FORNIA 

Mr. Waxman. Thank you, Mr. Chairman. Our hearing today is 
supposed to discuss insurance coverage and insurance premiums 
under the Affordable Care Act. This is a — not a new topic. When 
the Democrats, and I chaired this committee, adopted this legisla- 
tion, we looked at that issue very, very carefully. We did numerous 
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investigations of the health insurance market, and we found that 
premiums were rising very fast and in an incomprehensible way. 
Millions of Americans who had pre-existing conditions either 
couldn’t get insurance at all or they were charged a very high ex- 
traordinary price for insurance coverage. And we also found out 
that even conditions where a woman might get pregnant or was the 
victim of domestic abuse wouldn’t qualify for insurance or would 
have to pay more for her insurance. 

Americans were paying for inadequate insurance. People were 
buying insurance that didn’t really cover their health care needs, 
but it wasn’t very expensive, so they thought they were covered. 
We learned Americans were paying very high amounts for 
deductibles and they had stringent annual and lifetime limits on 
the coverage. People didn’t realize this, but a lot of the policies the 
insurance companies were selling were very, very limited. 

So what we learned was that the market was broken. A lot of 
people who needed insurance badly couldn’t afford it or couldn’t 
even get it. If people had insurance, they lived with a great deal 
of insecurity about whether they would be able to continue to af- 
ford it. 

And the Act, the Affordable Care Act, requires insurers to pro- 
vide quality, secure coverage that is there for people when they 
need it. That’s why the law contains numerous tools to make cov- 
erage affordable. So I was surprised last week when the Repub- 
licans on this committee ignored these provisions when they re- 
leased an analysis warning of high premiums under the Affordable 
Care Act. This is what they are warning about. I think this is what 
they are hoping for, but they are going to be wrong. 

The Republicans’ report presented large premium increases as a 
certainty, but it only reached this faulty conclusion by cherry-pick- 
ing data, ignoring the cost saving programs in the Affordable Care 
Act, ignoring the value of improved coverage available under the 
law. 

The report, Mr. Chairman, ignored the fact that under 
Obamacare, the 85 percent of Americans with employer or public 
coverage will see little change in premiums or coverage because of 
this law. They will be able to keep that coverage. The report also 
ignored the impact of the Affordable Care Act’s tax credits to help 
cover the cost of insurance premiums. And according to the CBO, 
86 percent of the people that go to the marketplace for these indi- 
vidual policies will be getting tax credits, reducing the cost by an 
average of $5,000 per year. These tax credits will help make insur- 
ance coverage affordable for millions. 

The report, of course, ignored the impact of the small business 
tax credits that can cut the cost of insurance by 50 percent. It ig- 
nored the impact of competition, because when you go into that 
marketplace, you will have a number of insurance policies com- 
peting for your business. When there is competition, it will lower 
the cost, and CBO says in this case, by as much as 10 percent. 

The Republican report ignored the fact that because of this Act, 
many women, older Americans and those with pre-existing condi- 
tions are likely to see their premium costs fall, because if they have 
insurance coverage and they are paying for it, they are paying a 
lot more for that coverage and they are no longer going to be re- 
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quired to pay more for that coverage in the future, starting in Jan- 
uary. 

The report the Republicans put out ignored the fact that many 
Americans pay higher premiums, but they will also be paying high- 
er premiums because they are going to actually get better coverage. 

In recent weeks, we have received some actual premium data 
that we can use to protest the Republicans’ prediction of doom, and 
today my staff released an analysis of the States where insurers 
have submitted their premiums for 2014, five States, Vermont, Or- 
egon, Washington, Rhode Island and Maryland, and there is little 
evidence in those States of a rate shock that Republicans have been 
predicting. In many cases, Americans will actually pay less for 
comparable coverage. 

I would like to ask that this staff memo and a memo released 
last week be made part of the record, Mr. Chairman. 

Mr. Murphy. Without objection. 

[The information appears at the conclusion of the hearing.] 

Mr. Waxman. This is going to be the true story of premiums 
under the AC A: Better coverage, affordable rates, and protection 
from insurance company abuse. We need to begin to focus on the 
facts so we can stop misleading the American people. Thank you, 
Mr. Chairman. 

Mr. Murphy. The gentleman’s time has expired and now we will 
be continuing on with our other comments here. Now, we are going 
to talk about our witnesses here. Let me introduce each one. Our 
first witness is Ms. Cori Uccello. Got it right this time. She is a 
senior health fellow at the American Academy of Actuaries. She is 
the actuarial profession’s chief policy liaison on health care issues. 
Ms. Uccello has prepared testimony and has authored, co-authored 
and contributed to several academy publications on various health- 
related issues. She was appointed to the Medicare Payment Advi- 
sory Commission, otherwise known as MedPAC, in May of 2010. 

Our second witness is Chris Carlson. He is an actuary in the 
health care field working at Oliver Wyman. He provides consulting 
services to help insurers, health providers employers and State reg- 
ulators. Previously, Chris worked in the industry as a pricing actu- 
ary at a Blue Cross/Blue Shield. Lately, Mr. Carlson has been as- 
sisting health care plans in developing premium rates in prepara- 
tion of the market changes in 2014. He has written several reports 
that quantify the impact of the health insurance fees that have 
been widely accepted by the actuarial profession, and recently pub- 
lished an article describing the effect of age ratings compression in 
the American Academy of Actuaries magazine. 

Our third witness, again, is Daniel Durham. He is currently the 
executive vice president for Policy and Regulatory Affairs for Amer- 
ica’s Health Insurance Plans, where he leads health care reform 
implementation efforts and policy activities. He has served in high 
level policy positions in the private sector as well as in the Federal 
Government at the U.S. Department of Health and Human Serv- 
ices, the Social Security Administration and the Office of Manage- 
ment and Budget. 

And our final witness is Topher Spiro. He is the vice president 
for Health Policy at American Progress. Prior to joining American 
Progress, Spiro worked on health care reform at both the Federal 
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and State levels. He served as deputy staff director for health pol- 
icy for the U.S. Senate Committee on Health, Education, Labor and 
Pensions under Senator Edward M. Kennedy and Senator Tom 
Harkin. 

I will now swear in the witnesses. 

You are aware that the committee is holding an investigative 
hearing, and when doing so has a practice of taking testimony 
under oath. Do any of you have any objections to giving testimony 
under oath? All the witnesses responded no. 

So the chair then advises you that under the rules of the House 
and the rules of the committee, you are entitled to be advised by 
counsel. Do you desire to be advised by counsel during your testi- 
mony today? And all the witnesses have said no. 

In that case, if you would please rise and raise your right hand, 
I will swear you in. 

[Witnesses sworn.] 

Mr. Murphy. You are now under oath and subject to the pen- 
alties set forth in Title 18, Section 1001 of the United States Code. 
Each of you may now give a 5-minute opening statement. 

Ms. Uccello, you are first. 

STATEMENTS OF CORI E. UCCELLO, SENIOR HEALTH FELLOW, 

AMERICAN ACADEMY OF ACTUARIES; CHRIS CARLSON, AC- 
TUARIAL PRINCIPAL, OLIVER WYMAN GROUP; DANIEL T. 

DURHAM, EXECUTIVE VICE PRESIDENT, POLICY AND REGU- 
LATORY AFFAIRS, AMERICAS HEALTH INSURANCE PLANS; 

AND TOPHER SPIRO, VICE PRESIDENT, HEALTH POLICY, 

CENTER FOR AMERICAN PROGRESS 

STATEMENT OF CORI E. UCCELLO 

Ms. Uccello. Good afternoon. Chairman Murphy, Ranking 
Member DeGette and members of the subcommittee. I am Cori 
Uccello, senior health fellow at the American Academy of Actu- 
aries, which is the nonpartisan association for actuaries in the U.S. 
We provide objective information as policymakers and regulators 
work to formulate public policy. Thank you for inviting me to speak 
today. 

New health insurance rules that apply to the individual and 
small group markets will go into effect in 2014. The new rules will 
affect average premiums, but premium changes will differ across 
States and individuals. The academy has not done a projection of 
premiums in 2014, either on a national basis or for any subgroups 
of the population; rather, my goal today is to provide a framework 
for understanding premium changes by discussing the factors that 
will affect premiums. I will focus most of my remarks on changes 
in the individual market. 

First I will discuss the factors that affect average premiums. As 
a reminder, premiums are set to cover the medical claims and ad- 
ministrative costs of the pool of individuals with insurance. In 
other words, premiums reflect the underlying demographics and 
health status of the insured population. The underlying composi- 
tion of the insured population could change in 2014, due to several 
factors. One is the guaranteed issue provision that will prohibit in- 
surers from denying coverage based on pre-existing conditions. In- 
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creasing the ability of high cost people to purchase coverage could 
put upward pressure on premiums. The individual mandate and 
premium subsidies will mitigate this effect by providing incentives 
for younger and healthier people to obtain coverage. 

It’s also important to consider whether individuals will shift be- 
tween different types of coverage. If employers drop coverage and 
workers shift to the individual market, the impact on individual 
market premiums will depend on the demographics and health sta- 
tus of those shifting. 

Individuals moving out of high risk pools and into the individual 
market will put upward pressure on premiums. Offsetting this ef- 
fect in the near term will be the temporary re-insurance program. 

Premiums also reflect a plan’s benefit design, with more gen- 
erous plans coming with higher premiums. New essential health 
benefit and actuarial value requirements could mean that plans 
will be more generous. While this could put upward pressure on 
premiums, it will also lower out-of-pocket cost sharing. 

Premium changes will vary across individuals based on age, gen- 
der and health status. In most States, the compression of pre- 
miums due to the new age rating restrictions will increase the rel- 
ative premiums for younger adults and reduce them for older 
adults. Prohibiting different premiums by gender will shift costs 
between men and women depending on age, and prohibiting health 
status rating will increase the relative premiums for healthy indi- 
viduals and reduce them for those in poor health. 

Although young adults not eligible for premium subsidies may be 
most at risk for premium increases, they will have access to cata- 
strophic plans. The premiums for these plans can be set lower to 
reflect a younger enrollee population. 

Premium changes will also vary by State. In States that already 
limit the extent to which premiums can vary across individuals, es- 
pecially among those with guaranteed issue requirements, average 
premiums could decline as lower-cost individuals obtain coverage 
due to the individual mandate and the premium subsidies. In 
States with no or few rate restrictions, premiums are more likely 
to go up to reflect an influx of higher-cost individuals. 

My remarks have focused primarily on the individual market. 
There will be premium changes in the small group market as well, 
but likely to a lesser extent. Insurers are already prohibited from 
denying coverage to small groups and small group plans are al- 
ready more likely to meet most of the plan generosity require- 
ments. 

Most States, however, currently allow insurers to vary premiums 
across groups. The new rate restrictions will cause different pre- 
mium changes across — across groups. In general, the groups with 
the greatest increases will be the low cost groups, while those with 
the greatest decreases will be the high cost groups. And premium 
changes across groups will vary by State. 

In closing, I want to, again, highlight that when examining how 
premiums will change beginning in 2014, it’s important to under- 
stand the various factors underlying these changes. These include 
the effectiveness of the individual mandate and premium subsidies, 
the new benefit requirements, employer decisions to offer coverage. 
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each State’s current market rules, and each individual’s character- 
istics. 

Thank you, and I look forward to your questions. 

Mr. Murphy. Thank you. 

[The prepared statement of Ms. Uccello follows:] 
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Executive Summary 

This testimony is submitted on behalf of the American Academy of Actuaries, which is the non- 
partisan professional association representing all actuaries in the United States. Our mission is to 
serve the public by providing independent and objective actuarial information, analysis, and 
education to help in the formation of sound public policy. 

On Jan. 1, 2014, the Affordable Care Act’s (ACA) health insurance issue and rating rules that 
apply to the individual and small group markets will go into effect. These rules will affect not 
only overall average premiums, but also the specific premiums that people will face. Premium 
changes due to the ACA health insurance market reform rules will vary across states and among 
individuals and will reflect many factors, including: 

• The effectiveness of the individual mandate and premium subsidies at attracting low-cost 
enrollees, 

• New benefit requirements which may increase plan generosity but reduce out-of-pocket 
costs, 

• Employer decisions to offer coverage and the demographics and health status of any 
employees shifting to coverage in the individual market, 

• How each state’s current issue and rating rules compare to those beginning in 2014, and 

• Each individual’s demographic characteristics and health status (and income when 
determining premiums net of subsidies). 

***** 
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Testimony 

Chairman Murphy, Ranking Member DeOette, and distinguished members of the 
subcommittee— thank you for the opportunity to appear before you today to address how certain 
provisions in the Affordable Care Act (ACA) could affect health insurance premiums in 2014 
and beyond. 

My name is Cori Uccello, and I am the Senior Health Fellow at the American Academy of 
Actuaries. I am providing this testimony on behalf of the Academy, which is the non-partisan 
professional association representing all actuaries in the United States. Our mission is to serve 
the public by providing independent and objective actuarial information, analysis, and education 
to help in the formation of sound public policy. 

On Jan. 1, 2014, the ACA health insurance issue and rating rules that apply to the individual and 
small group markets will go into effect. These rules will affect not only overall average 
premiums, but also the specific premiums that individuals will face. It is important, however, to 
highlight that premium changes will differ across states and among individuals. 

Much uncertainty still remains regarding how premiums will change. My testimony, which 
focuses primarily on the individual health insurance market, is intended to examine the various 
factors that can affect premiums. In doing so, it can help Congress and the public better 
understand the drivers of any premium changes in 2014. Although this testimony focuses on 
gross premiums — ^before any premium subsidies are taken into account — I will note the impact 
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of premium subsidies on individual decisions to purchase coverage and the resulting effects of 
those decisions on gross premiums. 

I will begin with an overview of the basic concepts underlying premium calculations, and then 
highlight various ACA-related provisions and how premiums may change as a result. 

Premiums reflect many factors 

Premiums are set to cover the medical claims and administrative costs of the pool of individuals 
or groups with insurance. 

Who is covered — the composition of the risk pool. Pooling risks allows the costs of the less 
healthy to be subsidized by the healthy. In general, the larger the risk pool, the more predictable 
and stable premiums can be. But the composition of the risk pool is also important. If a risk pool 
disproportionately attracts those with higher expected claims, premiums will be higher. If a risk 
pool disproportionately avoids those with higher expected claims, premiums will be lower. 

Projected medical costs. The majority of premium dollars goes to medical claims. 

Other premium components. Premiums must cover administrative costs, including those related 
to product development, enrollment, claims adjudication, and regulatory compliance. They also 
must cover taxes, assessments, and fees, as well as profit. 
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Laws and reflations. Laws and regulations can affect risk pools, projected medical spending, 
and other premium components. 

Factors driving medical claims 

The total costs of medical claims reflect unit costs, utilization, the mix and intensity of services, 
and plan design. These categories can overlap because the underlying drivers of health spending 
can affect more than one of these categories. The interaction between categories is also 
important. 

Unit cost drivers. Prices for medical goods and services reflect inflation, the relative negotiating 
power between insurers and health care providers, and the costs of new medical technology. 

Utilization drivers. Utilization trends depend on the underlying demographics and health status 
of the population. On the provider side, they also will reflect incentives in the payment system. 
For instance, the fee-for-service system encourages greater utilization. On the consumer side, 
they also will reflect plan generosity — plans covering a wider array of services with lower cost- 
sharing requirements likely will incur greater utilization. 

Intensity drivers. The introduction of new technology and more widespread use of existing 
technology can lead to the use of more intense and costly medical services. An example of 
technology-induced intensity increases is the shift from X-rays to more advanced imaging such 
as CT scans and MRIs. Greater disease severity also can increase treatment intensity. 
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ACA rules affecting premiums 

Premiums will change under the ACA due to provisions beginning in 2014 that affect the 
composition of the risk pool, benefit coverage rules, administrative cost rules, and limits on 
premium variations. 

Rules affectim the risk pool. Guaranteed-issue requirements will prohibit insurers from denying 
insurance coverage to those with high-expected health costs, which will tend to increase 
premiums in states that formerly allowed medical underwriting. On the other hand, the individual 
mandate and premium subsidies will provide incentives for individuals in good health to obtain 
coverage, mitigating premium increases due to guaranteed issue. 

Benefit coverage rules. Plan generosity may increase due to essential health benefit and actuarial 
value requirements, thus increasing premiums, but lowering out-of-pocket costs. 

Administrative cost rules. Medical loss ratio (MLR) requirements, already in effect beginning in 
2011, limit the share of premiums that can be used for expenses other than medical claims and 
quality improvement activities. 

Limits on premium variations. Premiums charged to older adults are limited to three times those 
charged to younger adults. Aside from age, premiums will be allowed to vary only by family 
size, tobacco status, geographic area, and metal tier. Premiums will not be allowed to vary by 
health status or gender. 
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Simle risk mol. Insurers must use a single risk pool for each of the individual and small group 
markets when developing insurance premiums. This means insurers cannot separate their insured 
populations into different pools, with higher premiums charged to one segment and lower 
premiums charged to another. 

Potential premium changes in 2014 and beyond 

When projecting and examining premium changes, it is important to distinguish between 
changes in average premiums and the drivers of those changes from changes in premiums faced 
by particular individuals and the drivers of those changes. Notably, premium changes will vary 
by state depending on how each state’s pre-ACA rules compare to those under the ACA. 

Changes in average premiums. Changes in overall premium averages will depend on changes in 
the composition of the risk pool, which is the underlying demographics and health status of the 
insured population. This in turn will reflect the effectiveness of the individual mandate and 
premium subsidies designed to increase coverage among young and healthy individuals, 
combined with the increased ability of high-cost individuals to purchase coverage due to the 
guaranteed-issue requirement. In addition, average premiums could increase due to plan 
generosity requirements. Note that while increases in plan generosity can increase average 
premiums, they also can reduce consumer out-of-pocket costs. 

In addition to previously uninsured individuals obtaining coverage, an important consideration is 
whether and how individuals will shift between different types of coverage. Such shifts can 
affect the composition of the risk pool. For instance, if employers drop coverage and the workers 
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instead obtain coverage in the individual market, the impact on premiums in the individual 
market depends on the demographics and health status of those shifting coverage. If those 
shifting coverage are young and healthy, the result would be downward pressure on average 
premiums in the individual market. If those shifting coverage are older and less healthy, the 
result would be upward pressure on average premiums. 

Individuals moving out of high-risk pools and into the individual market also will impact 
premiums. Presumably, these individuals will have high costs and put upward pressure on 
premiums. Offsetting this effect, at least in the near term, will be the temporary reinsurance 
program in effect from 2014 to 2016. This reinsurance program will provide payments to plans 
with individuals who incur high medical costs. These payments have the effect of subsidizing 
premiums in the individual market. Although the payments will phase down between 2014 and 
2016, the individual mandate penalties will increase during this period, which may increase the 
mandate’s effectiveness at encouraging low-cost individuals to obtain coverage. 

Changes in premiums faced bv individuals. Different individuals will face different premium 
changes based on their age, gender, health status, and, as discussed below, state. In most states, 
the compression of premiums due to the age rating restrictions will increase the relative rates for 
younger adults and reduce them for older adults. The prohibition on the ability to charge 
different premiums by gender will shift costs between men and women, depending on age. In 
states that currently allow premiums to vary by gender, premiums typically are higher for 
younger women than younger men and for older men than younger women. Premiums will shift 
between men and women accordingly so that these gender-related differences will be eliminated. 
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The prohibition of health status rating will increase the relative premiums for healthy individuals 
and reduce them for those in poorer health. 

The distribution of individuals by health costs is skewed, with more low-cost individuals than 
high-cost individuals. If the low-cost individuals, who are vulnerable to the largest gross 
premium increases, elect to leave (or not join) the individual market after the ACA 2014 rules 
take effect, upward pressure on premiums will result. The premium subsidies and individual 
mandate could reduce this effect. 

Premium changes will vary bv state. How premiums change, on average and among individuals, 
will vary by state based on how each state’s pre-ACA rules compare to those under the ACA. In 
states that already limit the extent to which premiums can vary among individuals, especially 
those with guaranteed-issue requirements, average premiums potentially could decline as lower- 
cost individuals obtain coverage due to the individual mandate and premium subsidies. In states 
with no or few rate restrictions, premiums are more likely to go up, to reflect an influx of higher- 
cost individuals. In addition, premium changes will vary depending on each state’s distribution 
of the population by income and insurance status (including access to employer coverage) and 
regional differences in utilization rates and provider prices. Among individuals, the largest 
premium increases for younger adults, and the largest reductions for older adults, will occur in 
states that don’t currently restrict premium variations by age. 

Factors mitieatme rate shock/adverse selection. Premium subsidies will directly lower the net 
premium costs for individuals with incomes less than 400 percent of the federal poverty level. As 
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a result of these lower premiums, more individuals will obtain coverage, regardless of health 
status. The individual mandate also provides an incentive to obtain coverage, regardless of health 
status. Taken together, these provisions will help mitigate premium increases caused by the 
guaranteed-issue provision. Although young adults not eligible for premium subsidies are most 
at risk for premium increases, they will have access to catastrophic plans. The premiums for 
these plans can be adjusted for expected enrollee spending, meaning premiums could be lower to 
reflect a younger enrollee population. 

Options to further address rate shock/adverse selection. Although the ACA includes provisions 
aimed to mitigate premium increases and rate shock, more can be done. Strengthening the 
individual mandate would help mitigate premium increases due to a less healthy enrollee 
population. Approaches could include less frequent open enrollment periods, penalties for late 
enrollment, more generous premium subsidies, and enhanced public outreach and consumer 
education. Another option would be to extend and/or increase the reinsurance program subsidies. 

Premium changes in the smail-group market 

Much of the focus on premium changes has been in the individual market. In the small-group 
market, however, premiums are likely to change as a result of the ACA as well. And, as in the 
individual market, the premium changes will vary across states and across groups. 
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Currently, insurers in all states are required to offer guaranteed issue for small groups, meaning 
that they cannot be denied coverage.’ Nevertheless, in most states, insurers are allowed to vary 
rates across groups, depending on the group’s demographics, health status, group size, and 
industry. Beginning in 2014, small-group insurers will be required to use the same limited set of 
premium-rating factors as used in the individual market— age (limited to a 3:1 variation), family 
size, tobacco status, geographic area, and metal tier. Premiums will not be allowed to vary by 
health status, gender, or other small-group characteristics. As a result, premiums could go up in 
small groups with a disproportionately higher share of young and/or healthy workers and down 
in small groups with a disproportionately higher share of old and/or unhealthy workers. The 
smallest groups, which are currently often charged higher premiums than larger groups, could 
see premium reductions, while larger groups could see premium increases. Again, however, the 
degree to which small-group premiums will change due to ACA premium-rating restrictions will 
vary according to a state’s current rating rules. The changes will be largest in those states that 
currently allow the greatest flexibility in rating and much lower in those states with existing 
rating rules similar to those required by the ACA. 

In general, the small groups that will experience the greatest increases will be the lower-cost 

groups, while the groups experiencing the greatest decreases will be the higher-cost groups. Just 

as the distribution of individuals by health costs is skewed, the distribution of groups by health 

care costs is skewed, with more low-cost groups than high-cost groups. If the low-cost groups, 

' The Health Insurance Portability and Accountability Act (HIPAA) prohibits insurers from denying coverage to 
small employers based upon health conditions of the employees. However, HIPAA does allow insurers to enforce 
minimum participation and employer contribution requirements. Under the ACA, insurers will continue to be able to 
enforce minimum participation and employer contribution requirements, but only for small groups enrolling outside 
of the designated month-long annual open enrollment period. The prohibition on minimum participation and 
employer contribution requirements within the one month open enrollment period could result in some upward 
pressure on premiums. 
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which are vulnerable to the largest premium increases, elect to leave the small-group market 
after the ACA 2014 rules take effect, upward pressure on small-group premiums would result. 

The ACA’s essential health benefit and actuarial value requirements also could impact premiums 
in the small-group market, but likely to a much lesser extent than in the individual market. 
Small-group plans are more likely than individual market plans to already cover most, but 
perhaps not all, of the required essential health benefits. In addition, the level of plan generosity 
(i.e., actuarial value) of small-group plans typically is above that of plans in the individual 
market. As a result, the increases in small-group premiums due to essential health benefit and 
actuarial value requirements will likely not be as substantial as those in the individual market. 

Conclusion 

ACA market reform provisions beginning in 2014 will affect premiums. Examining only average 
premium changes, however, will mask the underlying reasons for the changes and how 
premiums will change across individuals and groups. How premiums will change depends on 
many factors, including the effectiveness of the individual mandate and premium subsidies at 
attracting low-cost enrollees into the insurance market, the new benefit requirements that may 
lead to higher premiums but lower out-of-pocket costs, employer decisions regarding whether to 
continue offering insurance and the health status of those whose coverage is dropped, how each 
state’s current issue and rating rules compare to those beginning in 2014, and each individual’s 
demographic characteristics and health status (and income when determining premiums net of 
subsidies). 
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Mr. Murphy. Mr. Carlson, you are recognized for 5 minutes. 

STATEMENT OF CHRIS CARLSON 

Mr. Carlson. Thank you. Mr. Chairman and members of the 
subcommittee, thank you for this opportunity to testify on premium 
rates under the ACA. My testimony will focus on factors that are 
affecting premium rates that have been filed for 2014, and have 
been made available for public review. I will also discuss the pro- 
fessional responsibility of actuaries that are involved in preparing 
and certifying these rates. 

There are three specific actuarial factors of the rate filings that 
I would like to address, which are, the impact of changes in the 
population on morbidity, changes in the value of benefits, and the 
impact of the transitional re-insurance program. 

Recall that the CBO estimated the change in premium rates in 
their November 2009 letter to Senator Evan Bayh. Overall, the 
CBO expected premium rates to increase between 10 and 13 per- 
cent. Now that filings are available, we can discuss what is actu- 
ally happening to premium rates. 

I reviewed the 2014 rate filings in three States: Oregon, Mary- 
land and Vermont. In each State, I identified the top health insur- 
ers and pulled from their filings the factors described above. 

First, in Oregon, we reviewed the filings for the top three health 
insurers. We found that the expected change in morbidity due to 
new enrollees in the non-group market is between 27 percent and 
46 percent. Although we note that the Oregon market also includes 
a merger with the high risk pool, which constitutes a very costly 
population. We also found the change in premiums due to average 
value of benefits ranged from an increase of 2 percent to a decrease 
of 17 percent. 

Finally, the re-insurance program is expected to decrease rates 
by 10 to 12 percent. Overall, the average premium rate in these fil- 
ings represents an increase of 36 to 53 percent over current pre- 
mium rates. 

The publication of these rates and the transparency of the proc- 
ess have had an immediate effect. One carrier has already ex- 
pressed interest in revision to their rate filings due to concern 
about their rates relative to their competition and has produced re- 
ducing their rates by 15 percent. 

The second State we reviewed is Maryland. We looked at the rate 
filings for two companies in the State and found the results to be 
quite divergent. One company has proposed rates that include 25 
percent increase for morbidity for new enrollees, a 2 percent in- 
crease for benefits and a 4 percent reduction for re-insurance. 
Overall, they proposed a rate increase of 25 percent relative to cur- 
rent rates. The second company proposed an increase of 65 percent 
due to morbidity, a 6 percent increase for benefits and an 8 percent 
decrease for re-insurance. Overall, they proposed rates that are 120 
percent higher than the current rates. 

The final State we reviewed is Vermont, where there are only 
two health insurers that filed rates. Overall, the rates are expected 
to be consistent with the current premium rates in the market; 
however, it is worth noting that Vermont is already a community- 
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rated State with guarantee issue, thus we would not have expected 
an increase, and in fact, some may have expected lower premiums 
in the State. 

The factors I discuss in each of these filings do not include the 
impact of age rating, therefore, for younger individuals that are af- 
fected by the age rating compression, the increases would be high- 
er. 

It is important to understand that these rates are before any con- 
sideration of the premium subsidies available in the exchanges. For 
the individuals that are expected to be eligible to receive premium 
subsidies, the amount they pay will be less, and sometimes sub- 
stantially less. 

Finally, I would like to add a few comments about the actuaries 
that have developed the rates described herein. The actuarial pro- 
fession has a strong reputation of professionalism and independ- 
ence. While many actuaries work and consult with insurance com- 
panies, we also work with regulators and consumer advocacy 
groups, and our high standards of professionalism always come 
first. This is illustrated in our code of professional conduct which, 
among other things, requires actuaries to act honestly, with integ- 
rity and competence, not be influenced by conflicts of interest, and 
only perform work where we are properly qualified. 

The rates that actuaries are proposing require certification, 
which has components that are relevant in this discussion. The 
rates must be reasonable in relation to the benefits to be provided 
and must be neither excessive nor unfairly discriminatory. These 
provisions, in addition to minimum loss ratio requirements, protect 
consumers to ensure that they are receiving fair value and benefits 
for the premiums they pay. 

The purpose in mentioning these issues is to help the public un- 
derstand that the rate proposals that have been prepared in sup- 
port of premium rates beginning in 2014 are done with the utmost 
of care. As actuaries, we do not take lightly the responsibility that 
has given us, and strive to maintain a high level of integrity and 
professionalism. 

Mr. Chairman, again, I thank you for the opportunity to speak 
and look forward to answering any questions. 

Mr. Murphy. Thank you. 

[The prepared statement of Mr. Carlson follows:] 
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Mister Chairman and members of the subcommittee, thank you for this opportunity 
to testify on premiums rates under the ACA. 

My testimony will focus on factors that are affecting premium rates that have been 
filed for 2014 and have been made available for public review. I will also discuss 
the professional responsibility of actuaries that are involved in preparing and 
certifying these rate filings. 

There are three specific actuarial factors of the rate filings that I would like to 
address which are: 

- The impact of changes in the population on morbidity or claims costs 

- Changes in the value of coverage due to the requirement to provide essential 
health benefits, and 

- The impact of the transitional reinsurance program 

Recall that the CBO estimated the change in premium rates in their November 
2009 letter to Senator Evan Bayh. Their projection was based on three factors. 
First, they estimated that the changes in the population being covered in the 
nongroup market would reduce premium rates by seven to ten percent. As we will 
see, it is unlikely that this expectation will be realized as the new enrollees are 
expected to have higher than average morbidity. Second, the CBO estimated that 
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the amount of insurance would increase by 27 to 30 percent. Finally, they 
estimated that the price would be reduced by seven to ten percent for other factors, 
primarily changes in the rules governing the nongroup market. We could say that 
this last factor can be considered competition and efficiency, although I did not tty 
to quantify this factor in reviewing the publically available rate filings. Overall the 
CBO expected premium rates to increase between 10 percent and 13 percent. 

Now that actual filings are available, we can move beyond talking about what may 
happen with premium rates, and discuss what is happening. I reviewed the 2014 
rate filings in three states, Oregon, Maryland and Vermont. In each state, I 
identified the top two or three health insurers and pulled from their filings the 
factors described above. 

First, in Oregon we reviewed the filings for the top three health insurers. We 
found that the expected change in morbidity due to the new enrollment in the 
nonpoup market is between 27 percent and 46 percent. Although we note that the 
Oregon market also includes merger with the high risk pool which constitutes a 
very costly population. We also found that the change in premiums due to the 
average value of benefits ranged from an increase of two percent to a decrease of 
17 percent. Finally, the transitional reinsurance program is expected to decrease 
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rates by 10 to 12 percent. Overall, the average premium rate in these files 
represents an increase of 36 to 53 percent over current premium rates. 

The publication of these rate filings and the transparency of the process have had 
an i m m ediate effect due to competition. One carrier has already expressed interest 
in a revision to their initial filings due to concern about their rates relative to their 
competition and has proposed reducing their rates by 15 percent. 

The second state we reviewed is Maryland. We looked at the rate filings for two 
companies in the state and found the results to be quite divergent. One company 
has proposed rates that include a 25 percent increase for morbidity of the 
population, a two percent increase for benefits and a four percent reduction for the 
transitional reinsurance. Overall, they proposed a rate increase of 25 percent 
relative to current rates. The second company proposed an increase of 65 percent 
due to morbidity of the population, a 6 percent increase for benefits, and an 8 
percent decrease for reinsurance. Overall, they propose rates that are 120 percent 
higher than the current rates in the market. 

The final state we reviewed is Vermont, where there are only two health insurers 
that filed rates. Both carriers assumed no change in the morbidity due to the 
population to be covered and only small changes in benefits. Finally, they assumed 
a reduction in premiums of between eight percent and ten percent for the 
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transitional reinsurance. Overall, the rates are expected to be consistent with the 
current premium rates in the market. However, it is worth noting that Vermont is 
already a community rated state with guarantee issue, thus we would not have 
expected an increase due to new, less healthy enrollees and in fact, some would 
have expected lower premiums in the state. 

The factors I discussed in each of these filings do not include the impact of age 
rating. Therefore, for younger individuals that are affected by the age rating 
compression, the increases would be higher. It is important to understand that these 
rates are before any consideration of the premium subsidies available on the 
exchange. Therefore, for the individuals that are expected to be eligible to receive 
premium subsidies in the exchanges, the amount they actually pay may be less, and 
sometimes substantially less. 

Finally, I would like to add a few comments about the actuaries that have 
developed the rates described herein. The actuarial profession has a strong 
reputation of professionalism and independence. While many actuaries work and 
consult with health Insurance companies, we also work with regulators and 
consumer advocacy groups, and our professions high standards of professionalism 
always come first. This is illustrated in our code of professional conduct which, 
among other things, requires actuaries to act honestly, with integrity and 
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competence, not be influenced by conflicts of interest, and only perform work 
where we are properly qualified. 

The rates that actuaries are proposing require certification, which has components 
that are relevant in this discussion. The rates must be “reasonable in relation to the 
benefits to be provided” and must be “neither excessive nor unfairly 
discriminatory.” These provisions, in addition to minimum loss ratio requirements, 
protect consumers to ensure that they are receiving fair value in benefits for the 
premiums that they pay. 

The purpose of mentioning these issues is to help the public understand that the 
rate proposals that have been prepared in support of premium rates begiiming in 
2014 are done with the utmost of care. As actuaries, we do not take lightly the 
responsibility that is given us and strive to maintain a high level of integrity and 
professionalism. 

Mister Chairman, again I thank you for the opportunity to speak and look forward 
to answering any questions of the committee. 
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Mr. Murphy. Now to Mr. Durham. You are recognized for 5 min- 
utes. 


STATEMENT OF DANIEL T. DURHAM 

Mr. Durham. Good afternoon, Chairman Murphy, Ranking Mem- 
ber DeGette and members of this committee. I am Dan Durham, 
executive vice president for Policy and Regulatory Affairs at AHIP. 
I appreciate this opportunity to testify regarding the Affordable 
Care Act’s impact on health insurance premiums. 

Our members are focused on implementing all the new changes 
required by the AC A in 2014 in a manner that will be least disrup- 
tive and least costly to consumers and employers, and we have 
been working closely with Federal regulators and State regulators 
to identify challenges and offer constructive solutions. Health plans 
are committed to ensuring implementation as smooth and possible, 
and are doing their part to be ready to go when open enrollment 
begins. 

Our written testimony focuses on factors that are driving health 
insurance premiums, including specific provisions in the ACA, and 
strategies that we support for bringing down health care costs. A 
broad range of studies, including several commissioned by AHIP, 
provide insights into the likely impact the ACA will have on pre- 
miums beginning in 2014. 

An April of 2013 report by Milliman provides a comprehensive 
overview of ACA provisions that will impact individual market pre- 
miums next year. This report explains that covering pre-existing 
conditions, requiring a broader benefit package, and covering more 
uninsured Americans who have gone without medical costs, will 
benefit millions of people while increasing the cost of coverage. It 
further emphasizes that the new health insurance tax and other 
fees will also increase premiums. 

At the same time, Milliman indicates that other ACA provisions 
will make coverage more affordable, including premium and cost- 
sharing subsidies and the transitional re-insurance program, which 
will help offset the impact of high cost enrollees in the individual 
market. 

Premiums for specific individuals will vary significantly depend- 
ing on their age, gender, location, health status, income level, and 
what coverage they have today. 

Additional studies estimate the impact on several specific ACA 
provisions. The new health insurance tax, the age rating restric- 
tions, and the minimum benefit requirements that will directly im- 
pact premiums. 

The ACA insurance tax begins in 2014 and will exceed $100 bil- 
lion over 10 years. While the tax is assessed on health plans, it will 
increase costs for individuals and small businesses. Medicare Ad- 
vantage beneficiaries, and State Medicaid programs. CBO has stat- 
ed that this tax will largely be passed through to consumers in the 
form of higher premiums. An Oliver Wyman analysis estimates 
that the tax will increase the cost of family coverage in the indi- 
vidual market by $270 in 2014, and by an average of $5,080 over 
10 years. 
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We strongly support bipartisan legislation to repeal this tax in- 
troduced by Congressmen Boustany and Matheson. 

Regarding the age band compression, beginning in 2014, the 
ACA will allow health insurance rates to vary based on an enroll- 
ee’s age by a ratio of no more than three-to-one. This is a dramatic 
change from the age bands of five-to-one or more currently effective 
in 42 States. We are deeply concerned that the ACA’s restrictive 
age band will cause premiums to increase dramatically for younger 
people. 

An Oliver Wyman study concludes that young single adults age 
21 to 29 with incomes beginning at about 225 percent of the Fed- 
eral poverty level can expect to see higher premiums than would 
be the case absent the ACA, even after accounting for the presence 
of premium assistance. We thank Congressmen Gingrey and 
Matheson for introducing bipartisan legislation to address this con- 
cern. 

Beginning in 2014, the ACA will require health plans to offer es- 
sential health benefits package covering a broad range of mandated 
benefits, some of which typically are not included in current indi- 
vidual and small group policies. This will require consumers to buy 
up coverage beyond what they have today. A variety of studies 
commissioned by State departments of insurance and State ex- 
change boards have found that the EHB requirements will result 
in higher premiums. 

In conclusion, additional challenges are raised by the underlying 
cost of medical care. Recognizing the need to reduce costs, our 
members have been very proactive in advocating solutions to this 
problem. AHIP’s board of directors recently approved a series of 
strategies to bring down costs and to make coverage more afford- 
able by tackling barriers to transparency, facilitating benefit mod- 
ernization, and advancing bold structural reforms. 

Thank you again for this opportunity to testify. 

Mr. Murphy. Thank you, Mr. Durham. 

[The prepared statement of Mr. Durham follows:] 
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1. Introduction 

Chairman Murphy, Ranking Member DeGette, and members of the subcommittee, 1 am Dan 
Durham, Executive Vice President for Policy and Regulatory Affairs at America’s Health 
Insurance Plans (AHIP), which is the national trade association representing health insurance 
plans. AHlP’s members provide health and supplemental benefits to more than 200 million 
Americans through employer-sponsored coverage, the individual insurance market, and public 
programs such as Medicare and Medicaid. AHIP advocates for public policies that expand 
access to affordable health care coverage to all Americans through a competitive marketplace 
that fosters choice, quality, and innovation. 

We appreciate this opportunity to testify on the impact the Affordable Care Act (ACA) will have 
on health insurance premiums in 2014. Our members are strongly committed to competing in 
the new Exchanges and offering high quality, affordable coverage options under the framework 
established by the new health reform law. At this stage of the ACA implementation process, 
many of our members already have submitted applications for qualified health plans (QHPs) they 
will be offering in the federally-facilitated health insurance Exchanges in 2014. Others have or 
are preparing to offer coverage in the state-based Exchanges, state partnership Exchanges, and in 
the outside market. All across the nation, our members are working hard to provide value to 
individuals and families, employers, and beneficiaries in government programs. 

Our members are focused on implementing all of the new changes required by the ACA in 2014 
in a manner that will be least disruptive and least costly for consumers and employers, and we 
have been working closely with federal and state regulators to identify challenges and offer 
constructive solutions. Health plans are committed to ensuring implementation is as smooth as 
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possible and are doing their part to be ready to go when open enrollment begins. Companies 
have dedicated teams working around the clock to implement all of the changes, and we will 
continue to work constructively with federal and state regulators. 

Our testimony today will focus on two broad areas: 

• Factors that are driving health insurance premiums, including specific provisions of the ACA 
and underlying medical costs; and 

• Strategies we support for bringing down health care costs and our participation in a diverse 
stakeholder group that has developed recommendations for decelerating health care costs and 
improving quality. 


11. Factors Driving Health Insurance Premiums 

A broad range of studies, including several commissioned by AHIP, provide insights into the 
likely impact the ACA will have on health insurance premiums beginning in 2014. Additional 
studies examine the role that underlying medical costs play in increasing the cost of coverage. 

Comprehensive Analysis of ACA by Milliman 

In late April, AHIP released a report* from Milliman that provides a comprehensive overview of 
ACA provisions that will impact individual market health insurance premiums in 2014. This 

' Milliman, Comprehensive Assessment of ACA Factors That Will Affect Individual Market Premiums in 2014, 
April 25, 2013 
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study highlights how some provisions will increase premiums while others will make coverage 
more affordable. 

The Milliman report explains that covering pre-existing conditions, requiring a broader benefit 
package, and covering uninsured Americans who have gone without medical care will benefit 
millions of people while increasing the cost of health care coverage. It further emphasizes that 
the new health insurance tax and other fees will also increase premiums. At the same time, 
Milliman indicates that other ACA provisions will make coverage more affordable, including 
premium and cost-sharing subsidies and the transitional reinsurance program, which provides 
funds to help offset the impact of high-cost enrollees. 

The impact on specific individuals will vary significantly depending on their age, gender, 
location, health status, income level, and what coverage they have today. The Milliman report 
found that “young, healthy males could see substantial increases due to the combination of the 
overall rate change and the age/gender rating requirements” while “older, less healthy 
individuals could see rate reductions.” 

Individuals and families with household incomes up to 400 percent of the federal poverty level 
(FPL), or approximately $94,200 for a family of four or $45,960 for an individual, will be 
eligible for financial assistance to help lower total out-of-pocket insurance costs. The Milliman 
report estimates that those eligible for subsidies will receive financial assistance in 2014 to 
cover, on average, 40 percent of the premium for the “Silver” plan, and as much as 94 percent 
for those with the lowest incomes. “Bronze” plan premiums after the subsidy could be as low as 
$0 for certain low-income individuals. 
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The report also notes that millions of people will not be eligible for subsidies and that the amount 
of the subsidy declines significantly as incomes rise. The Congressional Budget Office (CBO) 
estimates that persons with incomes between 250-300 percent of the FPL will receive subsidies 
sufficient to cover 42 percent of their premium and those with incomes between 350-400 percent 
of the FPL will receive assistance to coverage 13 percent of the premium. 

Milliman explains that new innovative benefit designs developed by health plans will lead to 
more affordable coverage options than would otherwise be available. These include wellness 
programs that encourage healthy living, prescription drug formularies that incentivize patients to 
choose lower-cost generic drugs when they are available, and the availability of “high-value 
networks” that are limited to providers with a track record of providing the highest quality care at 
the lowest cost. 

The report also highlights the importance of bringing younger and healthier people into the 
system to help keep coverage as affordable as possible. Milliman states: “When faced with high 
premiums, younger and healthier individuals may choose to forgo purchasing health insurance 
until they need it, which will only serve to increase costs for all other individuals in the 
healthcare system... For the individual insurance market risk pool to remain stable in 2014 and 
beyond, it is vital that young and healthy individuals enter and remain in the insurance market in 
addition to individuals with an immediate need for healthcare services.” 

Focusing on numerous aspects of ACA implementation that will impact premiums, the Milliman 
report includes the following estimates; 
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• Health Insurance Tax: The ACA’s new health insurance tax is estimated to increase 
premiums in 2014 by about 2 percent on average. 

• Exchange User Fees: The user fee that applies to insurers participating in the federally- 
facilitated Exchanges is estimated to increase premiums by an average of 1.4 percent . 
Although the user fee is set at 3,5 percent, the estimate by Milliman is based on insurers 
selling coverage both inside and outside of the Exchanges. 

• Transitional Reinsurance Assessment: The fee to support the ACA’s transitional 
reinsurance program is estimated to increase premiums for all consumers by an average of i 
to 2 percent . However, the subsidy the transitional reinsurance provides in the individual 
market for high cost claims is estimated to reduce premiums for consumers in the individual 
market by 6 to 12 percent . 

• Benefit Buy-Up: Beginning in 2014, the ACA will require health plans to provide coverage 
for an essential health benefits (EHB) package covering a broad range of mandated benefits, 
some of which typically are not included in current individual and small group policies. As 
noted in the Milliman report, individuals will receive more comprehensive benefits which 
could reduce out-of-pocket costs, but at a higher pre-subsidy premium level. Milliman 
estimates that the EHB requirements will increase premiums in the range of 3 to 17 percent . 
Additional studies, requested by various state departments of insurance and state Exchange 
boards, also have found that the EHB requirements will result in higher premiums. 

• Minimum Actuarial Value Requirement: The ACA requires that coverage sold through 
the new Exchanges must be at one of four actuarial value levels; 60% (Bronze); 70% 
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(Silver); 80% (Gold); and 90% (Platinum). Most people will be required to buy coverage 
with a minimum actuarial value requirement of at least 60 percent (i.e., the “Bronze” plan). 
Milliman notes that a study" recently published in Health Affairs estimates that this 
requirement will increase premiums by an average of 8.5 percent . 

• Age Rating Restrictions: Beginning in 2014, the ACA will allow heath insurance rates to 
vary, based on an enrollee’s age, by a ratio of no more than 3 to 1 (3: 1). This is a dramatic 
change from the “age bands” of 5 to 1 (5: 1 ) or more that are currently effective in 42 states 
where state policies recognize that utilization of health care services is correlated with age 
and that health insurance only works if younger and healthier consumers are part of the risk 
pool. These states, relying on decades of expertise in setting rules that balance the needs of 
different age groups, provide protection to older consumers without making coverage 
unaffordable for younger consumers. We are deeply concerned that the ACA’s restrictive 
age band, by overriding these state policies, will cause premiums to increase dramatically for 
younger people. Milliman estimates that the new age rating restrictions will increase 
premiums for people under the age of 35 by 19 to 35 percent , while reducing premiums for 
people age 55 and older by 4 to 9 percent . Similarly, a study conducted by Oliver Wyman 
found that young, single adults aged 21 to 29 and with incomes beginning at about 225 
percent of the federal poverty level, or roughly $25,000, can expect to see higher premiums 
than would be the case absent the ACA - even after accounting for premium subsidies.^ As a 
result, this issue may have implications for the broader population of health care consumers. 
If higher premiums cause younger and healthier people to delay purchasing coverage until 

^ Gabel, J. et at. (2012). More Than Half Of Individual Health Plans Offer Coverage That Falls Short Of What Can 

Be Sold Through Exchanges As Of 2014, Health Affairs 3\ No. 6 

’ Kurt Giesa and Chris Carlson. “Age Band Compression under Health Care Reform.” Contingencies: Jan/Feb 

2013. 
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after they are sick or injured, the overall pool of people purchasing health insurance will be 
weighted more heavily with older and less healthy people - thereby driving up premiums for 
everyone and destabilizing the market. Reps. Phil Gingrey (R-GA) and Jim Matheson (D- 
UT) have introduced bipartisan legislation, H.R. 544, which addresses this concern by 
allowing states to set their own age rating rules and by establishing a 5:1 age rating band in 
states that do not take action. 

• Changes in Risk Pool Composition / Adverse Selection: Milliman notes that the ACA will 
result in many people entering the individual health insurance market, including those who 
previously were uninsured and who were enrolled in state high-risk pool programs or the 
Federal Preexisting Condition Insurance Plan (PCIP) program. The entrance of these new 
enrollees into the market will impact premiums because their average health status differs 
from that of current enrollees in the individual market. Milliman also discusses several 
additional factors - including the ability of consumers to choose plans based on their 
expected health needs, and the elimination of underwriting and preexisting condition 
exclusions - that will lead to adverse selection. Overall, Milliman estimates that changes in 
the composition of the risk pool and adverse selection will cause premiums to increase by 20 
to 45 percent . 

• Pent-Up Demand: Milliman estimates that as the uninsured gain health coverage in 20 1 4, 
there will be a temporary surge in the utilization of health care services by people seeking 
preventive care or treatment for minor health issues for which they otherwise would not seek 
medical care. Milliman estimates that this will cause premiums to increase by up to 5 
percent . 
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• Market Competition: Milliraan estimates that market competition in the new Exchanges 
will reduce premiums by 0 to 5 percent . 

• Innovation in Benefit Design: New innovative benefit designs developed by health plans 
will lead to more affordable coverage options than otherwise would be available. These 
include wellness programs that encourage healthy living; prescription drug formularies that 
incentivize patients to choose lower-cost generic drugs; and the availability of high-value 
networks. Milliman estimates that these innovative strategies could reduce premiums by up 
to 10 percent . 

• Premium Assistance Tax Credits: Milliman estimates that the ACA’s premium assistance 
tax credits will cover, on average, about 40 percent of the “Silver” plan premium in 2014 in 
the individual market. As we noted earlier, Milliman estimates that premium subsidies for 
those eligible would cover about 40 percent of the cost of “Silver” plan coverage - a 
substantial benefit that will make coverage more affordable. At the same time, according to 
the Congressional Budget Office, more than 40 percent of individuals purchasing individual 
market coverage are not eligible for subsidies and the generosity of the subsidies scales back 
significantly for moderate-income families. 

• Catastrophic Plans: The ACA allows for the availability of “catastrophic plans” to 
individuals under the age of 30 and anyone who is exempt from the individual mandate due 
to lack of affordable coverage options. Catastrophic plans are intended to provide lower 
premiums and more affordable coverage options - particularly for price-sensitive, younger 
adults. Milliraan estimates that premiums for catastrophic plans will be lower than those 
available for “Bronze” plans. 
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The findings of the Milliman report are reinforced by studies conducted by other research 
organizations, including the American Academy of Actuaries and the Society of Actuaries. 

A May 2013 issue brief* by the American Academy of Actuaries identifies several factors that 
will determine premium levels in 2014: the effectiveness of the individual mandate and 
premium subsidies at attracting low-cost enrollees into the insurance market; new benefit 
requirements that may lead to higher premiums but lower out-of-pocket costs; decisions by 
employers about whether to continue offering coverage and the health status of employees whose 
coverage is dropped; how each state’s current market rules compare to the ACA reforms that 
take effect in 2014; and the demographic characteristics and health status of consumers 
purchasing coverage through the new Exchanges. 

A March 2013 report^ by the Society of Actuaries concludes that changes driven by the ACA 
could increase underlying claims costs in the individual market by an average of 32 percent 
nationally by 2017. This report also predicts wide variation across the states, with as many as 43 
states experiencing a double-digit increase in claims costs. 

The New ACA Health Insurance Tax 

The health insurance tax established by the ACA - which we mentioned above in our review of 
the Milliman report - is scheduled to begin in 2014 and will exceed $100 billion over the next 
ten years. The tax is set at $8 billion in 2014, $1 1.3 billion in 2015 and 2016, $13.9 billion in 


* American Academy of Actuaries, How Will Premiums Change Under the ACA?, May 2013 
’ Society of Actuaries, Cost of the Future Newly Insured under the ACA, March 2013 
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2017, and $14.3 billion in 2018. In subsequent years, the tax will increase annually based on 
premium growth. 

The health insurance tax will be imposed broadly on health insurance providers, based on their 
market share, and will impact the following: (1) businesses and public employers that purchase 
health insurance on a fully insured basis, including small businesses that provide coverage; 

(2) all individuals and families who purchase coverage in the individual market or through an 
Exchange; (3) Medicare beneficiaries who enroll in Medicare Advantage health plans or 
Medicare Part D prescription drug plans; and (4) state Medicaid programs that contract with 
managed care organizations. 

While the ACA health insurance tax is assessed on health plans, experts agree that it will impact 
consumers and employers that purchase coverage directly from health insurance plans in the 
individual and group markets as well as beneficiaries in public programs. The Congressional 
Budget Office (CBO) has stated that this tax will be “largely passed through to consumers in the 
form of higher premiums.”* 

The magnitude of the expected premium increase is addressed by a pair of actuarial studies that 
have been conducted by the Oliver Wyman firm and commissioned by AHIP. The first study’ 
examined the impact the premium tax will have - from a nationwide perspective - on individual 


^ CBO letter to Sen. Even Bayh. “An Analysis of Health Insurance Premiums Under the Patient Protection and 
Affordable Care Act.” 30 November 2009. 

’ Carlson, Chris. “Estimated Premium Impacts of Annual Fees Assessed on Health Insurance Plans.” Oliver Wyman. 
October 2011. 
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market consumers, employers. Medicare Advantage enrollees, and state Medicaid programs. A 
second study* provides state-by-state data on the impact of the tax in all 50 states. 

The Oliver Wyman analysis concluded that the health insurance tax alone will increase the cost 
of family coverage in the individual market by $270 in 2014 and by an average $5,080 over the 
ten-year period of 2014-2023. The study also estimated that the health insurance tax will 
increase the cost of family coverage in the small group market by $360 in 2014 and by an 
average of $6,830 over the same ten-year period. These findings are reinforced by Congress’ 
Joint Committee on Taxation (JCT)®, which has estimated that repealing the health insurance tax 
could decrease the average family premium in 2016 by $350 to $400. 

The health insurance tax is particularly burdensome not only because of its size, but also because 
it is not deductible for income tax purposes. This means that health plans must pay the tax and 
then also pay federal, state, and local taxes on the taxed amount. The Oliver Wyman study notes 
that because the ACA health insurance tax is not deductible, the potential impact of the tax on 
premiums will be $1.54 for each $1.00 paid toward the tax by insurers. 

Focusing specifically on the Medicare Advantage (MA) program, the Oliver Wyman study found 
that the health insurance tax will increase costs for MA enrollees by $16 to $20 per month in 
2014 and by $32 to $42 per month by 2023. The average expected increase in the cost of MA 
coverage over ten years is $3,590. This number represents a direct reduction in the resources 
that will be available to support the health care benefits of 14 million seniors and persons with 
disabilities who value the improved quality of care, additional benefits, and innovative services 

' Carlson, Chris. “Annual Tax on Insurers Allocated by State.” Oliver Wyman. November 2012. 

’ See JCT Letter to Senator Jon Kyi. 12 May 2011. 
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their MA plans provide. Additional costs will be imposed on Medicare Part D plans, for which 
the health insurance tax will increase premiums by an estimated $9 in 2014 and $20 in 2023 for a 
total increase of $161 over 10 years. 

We also are deeply concerned by estimates in the Oliver Wyman study that the health insurance 
tax will put greater pressure on state Medicaid budgets by increasing the average cost of 
Medicaid coverage by an estimated $1,530 per enrollee between 2014-2023. In several states 
(see chart on next page), the impact on the cost of Medicaid coverage will exceed $2,200 per 
enrollee over ten years. Taking such a significant level of resources away from Medicaid at a 
time when many states are implementing major expansions in Medicaid eligibility is a 
shortsighted move that may compromise access to health care services for millions of vulnerable 
people. 

Oliver Wyman’s state-by-state findings provide additional information showing which states will 
be most severely impacted by the ACA health insurance tax. The charts below highlight the top 
20 states with the highest per-person cost impact in each market segment. These charts show, for 
example, that families purchasing coverage in the individual market will be hit the hardest in 
New York while those getting coverage from a small employer will be most impacted in West 
Virginia. With respect to public programs. Medicare Advantage enrollees in New Jersey and the 
Medicaid managed care program in Washington, DC will be hardest hit by the new tax. 
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To avoid the increased costs that would result from the ACA health insurance tax, we strongly 
support legislation, H.R. 763, which would repeal the tax. This bipartisan bill, the “Jobs and 
Premium Protection Act,” was introduced in February 2013 by Reps. Charles Boustany (R-LA) 
and Jim Matheson (D-UT), To date, 1 82 House members have cosponsored this bill, including 
27 members of the House Energy and Commerce Committee. 

Underlying Medical Costs 

Additional challenges are raised by the underlying costs of medical care, which are driving up 
the cost of coverage, taking up a greater share of federal and state budgets, and threatening the 
long-term solvency of our nation’s public safety net programs. 

A September 2012 study'® by the Health Care Cost Institute found that “higher prices were the 
primary driver of per capita health spending in 201 1 .” This study found that unit prices 
increased by 9.7 percent for outpatient surgery, 9.1 percent for emergency room visits, 7.4 
percent for mental health and substance abuse admissions, 6.5 percent for surgical admissions, 
and 6 percent for deliveries and newborns. 

Another study", published hy thz American Journal of Managed Care, provides new data on 
trends in hospital prices across the country. This study, conducted by researchers at AHIP, found 
that from 2008 to 2010 inpatient hospital prices increased 8.2 percent annually, while also 
highlighting common medical procedures that experienced the highest growth in prices during 
the period studied. Overall, the price for a spinal fusion increased the most (15.2 percent 
annually) between 2008 to 2010. The next highest price increases were for bronchitis and 


Health Care Cost Institute, Health Care Cost and Utilization Report: 201 1 , September 2012 
" AJMC.com, Trends in Inpatient Hospital Prices, 2008 to 2010, March 6, 2013 
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asthma treatment (10.3 percent annually) and uterine laparoscopic procedure for non-malignancy 
(9.8 percent annually). 

Our study also found wide variation in hospital prices across states and localities. Among the 
states examined by this study. New York experienced the largest increase in hospital prices from 
2008 to 2010 (10.5 percent annual growth). Texas (9.3 percent annual growth) and Tennessee 
(8.8 percent annual growth) also saw higher-than-average increases in hospital prices. Hospital 
prices also varied significantly among metropolitan areas within a state. 

Another AHIP study‘s highlights the exorbitant fees that some out-of-network physicians are 
charging for services. This study found that some physicians who choose not to participate in 
health insurance networks are charging patients fees that are 10 times - and in some cases, close 
to 100 times - Medicare reimbursement for the same service in the same geographic area. The 
following are just a few examples of the unreasonable charges consumers sometimes face when 
receiving care from out-of-network providers: 

• $19,000 for a colonoscopy and biopsy- 33 times more than Medicare pays; 

• $29,998 for an upper GI endoscopy biopsy - 73 times more than Medicare pays; and 

• $ 1 2,000 for a tissue exam by a pathologist - 93 times more than Medicare pays. 

In addition to showing how much patients who seek out-of-network care are being charged by 
some physicians, these findings also illustrate the value of the physician networks that are 

AHIP, Survey of Charges Billed by Out-of-Network Providers: A Hidden Threat to Affordability, January' 2013 
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established by health plans to ensure that patients have affordable access to a wide choice of high 
quality health care providers, and that consumers receive savings when they visit contracted 
providers who have agreed to lower rates. 

Similar concerns are raised by data'^ on hospital prices recently released by the Centers for 
Medicare & Medicaid Services (CMS). These data show significant variation across the nation 
and within communities in the amount hospitals charge for common inpatient services. For 
example, among all hospitals nationwide, CMS reported that the average hospital inpatient 
charges for services provided in connection with a joint replacement range from a low of $5,300 
to a high of $223,000. Additionally, the CMS data show that average hospital inpatient charges 
for services provided in connection with treating heart failure range from a low of $21,000 to a 
high of $46,000 in Denver, Colorado and from a low of $9,000 to a high of $51,000 in Jackson, 
Mississippi. 

Provider consolidation is a significant factor contributing to growth in underlying medical costs. 
A recent study'"' from the Robert Wood Johnson Foundation reports that hospital consolidation 
generally results in higher prices, stating: “When hospitals merge in already concentrated 
markets, the price increase can be dramatic, often exceeding 20 percent.” The study further 
cautions that “physician-hospital consolidation has not led to either improved quality or reduced 
costs” and, additionally, points out that consolidation “is often motivated by a desire to enhance 
bargaining power by reducing competition.” 


’’ CMS Press Release, Administration Offers Consumers An Unprecedented Look At Hospital Charges, May 8, 
2013 

Robert Wood Johnson Foundation, The impact of hospital consolidation - Update, June 2012 
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In an effort to help inform the public about the impact of rising medical costs, AHIP has 
developed a new iPad app *^ that consolidates fifty years of federal health care spending data into 
a series of easy-to-use, interactive charts. Users of this app can view historical and projected 
health care spending data at the national level, state-by-state, on a per capita basis, or as a percent 
of GDP. The app also provides a detailed breakdown of how much the nation is spending on 
different aspects of the health care system, such as hospital care, physician services, prescription 
drugs, and health plan administrative costs, and how each of these components contributes to 
health care cost growth. 


III. Bringing Down Health Care Costs 

Our members are very pro-active in advocating solutions to rein in the costs of health care. 
AHIP’s Board of Directors recently approved a statement recommending a series of strategies to 
bring down costs and make health care coverage more affordable. These strategies complement 
the innovative delivery system and payment reform initiatives health plans are spearheading all 
across the country. 

Our Board has recommended three strategies for reducing health care costs: 

1. Tackling Barriers to Transparency: We call for the elimination of barriers that prevent 
stakeholders from understanding how markets are (or are not) working. Increased 
transparency - with a concurrent focus on quality - will give consumers and purchasers a 

’’ http://ahip.org/Issues/US-HC-Spendingl01-App.aspx 
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clearer perspective on the drivers that are contributing to higher health care costs in their 
community, as well as an understanding of how dynamics such as provider consolidation 
affect the costs they pay. 

2. Facilitating Benefit Modernization; Recognizing that a range of legal, regulatory, or 
operational barriers often prevent health plan innovations from being adopted in local 
communities, we believe that cost containment strategies must modernize these “rules of the 
road” to ensure that innovative plan designs - aimed at decreasing costs while ensuring safe, 
high quality care - can thrive. This includes re-evaluating scope of practice requirements, 
accelerating the use of health information technology, promoting preventive care and 
wellness programs, promoting laws or regulations that support innovative delivery structures, 
and eliminating excessive network requirements that prevent plans from forming lower cost, 
high quality networks. 

3. Advancing Bold, Structural Reforms: Strategies to address rising health care costs need to 
include fundamental, structural changes in the health care system. Further, action needs to be 
grounded where health care is delivered today - at the state and local levels. A state-federal 
shared savings, or “gain-sharing,” initiative could be implemented that would allow states to 
keep a portion of any health care cost savings they generate. This would direct hundreds of 
billions in needed incentives to cash-strapped states, while at the same time bending the total 
cost curve and having a productive impact on the economy as a whole, as well as family, 
corporate, and government budgets. 
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Building upon the strategies in our Board statement, we have proposed a policy agenda, recently 
published’* by the American Journal of Managed Care (AJMC), outlining policies that would 
support and encourage delivery system reform. This agenda includes proposals in the following 
areas: providing greater transparency on what providers are charging for services; aligning public 
and private quality measures; promoting administrative simplification and meaningful data 
exchange; investing in research on what works; promoting scope of practice laws to allow 
doctors and other clinicians to practice to the “top of their license”; and encouraging states to 
play a greater role in expanding private-public efforts to bring costs under control. 

On another front, AHIP recently joined a diverse stakeholder group, the Partnership for 
Sustainable Health Care, in releasing a report” that outlines recommendations for decelerating 
health care costs and improving quality. This partnership includes organizations that play a 
prominent role in the hospital, physician, busmess, and consumer sectors. We were supported in 
our work by a grant from the Robert Wood Johnson Foundation. 

Our report proposes a set of integrated, system-wide approaches involving both the public and 
private sectors that will significantly curb the growth in health care spending and enhance the 
delivery of care. Specifically, we outline a seven-part vision for a transformed health care 
system: (1) health care that is affordable and financially sustainable for consumers, purchasers, 
and taxpayers; (2) patients who are informed, empowered, and engaged in their care; (3) patient 
care that is evidence-based and safe; (4) a delivery system that is accountable for health 
outcomes and resource use; (5) an environment that fosters a culture of continuous improvement 
and learning; (6) innovations that are evaluated for effectiveness before being widely and rapidly 

AJMC.com, Health Plan Innovations in Delivery System Reforms, April 16, 2013 
’’ Partnership for Sustainable Health Care, Strengthening Affordability and Quality in America’s Health Care 
System, April 2013 
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adopted; and (7) reliable information that can be used to monitor quality, cost, and population 

health. 

The Partnership for Sustainable Health Care report includes recommendations in five key areas: 

• Transforming the current payment paradigm. We encourage the accelerated adoption of 
payment approaches that demonstrate their effectiveness in improving both quality and cost. 
These value-based payment approaches include a range of models that include incentives for 
patient safety, bundled payments, accountable care organizations, and global payments. 

• Paying for care that is proven to work. We recommend that public programs and the 
private sector reduce payments for services that prove to be less effective or of lesser value 
than alternative therapies. 

• Incentives for greater consumer engagement in care. We encourage the use of high-value 
services and providers through tiered cost-sharing and related financial incentives. The goal 
of such tiered cost-sharing is to create financial incentives for consumers to make better use 
of their discretionary care choices, leading to savings from improved adherence to preventive 
measures and evidence-based care, lower utilization of unnecessary services, and the use of 
more efficient, higher-quality providers. 

• Improving health care infrastructure. We call for reforms aimed at strengthening the 
foundational infrastructure of America’s health care system so that cost- and quality-related 
innovations can be implemented more effectively. Specific initiatives include: 
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o Accelerating research on treatment effectiveness to give patients and providers more 
information on which to base health care decisions; 
o Speeding the adoption and the use of electronic health records and health information 
exchanges to improve care for patients; 
o Ensuring that there is an adequate and diverse health care workforce; 
o Reducing and resolving medical malpractice disputes; 
o Promoting greater transparency in health care costs; and 
o Encouraging competitive markets. 

• Incentives for states to partner with public and private stakeholders to transform the 
health care system. We propose a gain-sharing system that would enable states to receive 
fiscal rewards for successfully meeting cost- and quality-related goals. States would have 
flexibility to use different combinations of strategies that fit their specific cultures and 
political environments, ranging from working with private and public payers to 
collaboratively implement major payment reforms, to modifying scope of practice 
restrictions, to providing incentives for improvements in care coordination to promote quality 
and patient safety. 


IV. Conclusion 


Thank you again for considering our perspectives on these important issues. Our members 
remain strongly committed to working with Congress, the Administration, and other stakeholders 
to expand access to high quality, affordable coverage options. 
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Mr. Murphy. Mr. Spiro, you are recognized for 5 minutes for 
your opening statement. 

STATEMENT OF TOPHER SPIRO 

Mr. Spiro. Mr. Chairman, Ranking Member DeGette, thank you 
for the opportunity to testify today about the premium impact of 
the Affordable Care Act. 

When thinking about this issue, it is important to be clear about 
who will be affected by reforms and how. Nearly 90 percent of in- 
sured Americans are covered by employer plans. Medicare, Med- 
icaid or other government programs. These Americans will not be 
affected by reforms to non-employer coverage under the ACA. 

Now consider the remaining 10 percent of the population. Con- 
cern is focused on the premium impact for young adults with high- 
er incomes who will not be eligible for full subsidies, but the frac- 
tion of the population that now has non-employer coverage is be- 
tween the ages of 19 and 29 and has income above 250 percent of 
the Federal poverty level is 0.5 percent. 

By contrast, the Affordable Care Act will benefit tens of millions 
of Americans, who have been offered Swiss cheese insurance, who 
were priced out of the market or who were denied insurance all to- 
gether. All Americans will benefit from the security and peace of 
mind of knowing that if misfortune strikes, they will not suffer fi- 
nancial catastrophe. 

Studies on this topic always omit key factors that greatly influ- 
ence the costs people would pay out of pocket. While some of the 
studies take into account some of the factors, none of them take 
into account all, or even most of the following factors. 

First, of course, most important, premium tax credits. According 
to the Urban Institute, 70 percent of young adults who now have 
non-employer coverage will be eligible for Medicaid or exchange 
subsidies; the availability of parents’ coverage for young adults up 
to age 26; the availability of catastrophic plans for young adults up 
to age 30; insurance for insurers that incur high costs, known as 
re-insurance. For example, in California, re-insurance is projected 
to lower premiums by 9 percent. Administrative savings. For exam- 
ple, in California, administrative savings are projected to lower 
premiums by 4.5 percent. Finally, the medical cost trend that 
would occur anyway in the absence of the Affordable Care Act. For 
example, in California, the projected premium increase in the ab- 
sence of the ACA is 9 percent. 

Because these studies are not reliable, it is instructive to com- 
pare some of them with actual rate filings and analyses by inde- 
pendent experts. A recent report by the Lewin Group and Op turn 
projects that the pool of insured people will become less healthy 
overall, increasing average costs by 32 percent, but the inde- 
pendent Congressional Budget Office came to a different conclusion 
on this point, finding that the influx of new enrollees will actually 
lower premiums by 7 to 10 percent on average. This huge discrep- 
ancy seems to be driven by the Lewin report’s assumption that 
there will be an influx of unhealthy people from large employers. 

To illustrate how the Lewin report is speculative and incomplete, 
consider actual rate filings in Washington. The Lewin report pro- 
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jected an average cost increase of 14 percent, but we now know 
that many Washingtonians will actually see lower premium rates. 
The average proposed premium increase is 7 percent, less than the 
projected medical cost trend that would occur anyway in many 
States. 

The experience in Washington is noteworthy, because just last 
year the executive vice-president of the Blue Cross insurer warned 
that premiums would increase by 50 to 70 percent. In other words, 
the hysteria did not match up with the reality. 

One recent development that is encouraging is that competition 
is already lowering premiums, because consumers can more easily 
shop for and compare plans. In Oregon, when premium proposals 
were posted publicly online, two insurers immediately lowered 
their proposed rates by 15 percent and more to remain competitive. 
Clearly these insurers had been inflating their projected costs. One 
insurer said its actuarial projections had been too pessimistic. 

Finally, it is important not to lose sight of the benefits of insur- 
ance market protections and improved coverage. Exchanges will 
offer brand-new, modernized products. Comparing their prices to 
the prices of old, Swiss cheese insurance products is like comparing 
the price of an iPhone to the price of a Sony Walkman. It is not 
a meaningful comparison. 

Nor should we focus exclusively on premiums, which are not con- 
sumers’ only costs. While providing more coverage increases pre- 
miums, it lowers out-of-pocket costs. A narrow focus on premiums 
also ignores the millions of Americans who have been shut out of 
a dysfunctional market. 

Furthermore, premiums reflect a snapshot in time. Just because 
you are young and healthy now does not mean you will always be. 

In the current dysfunctional market, premiums can spike for 
both individuals and small businesses 

Mr. Murphy. The gentleman’s time has expired. Can you just 
summarize the rest of your 

Mr. Spiro. I am almost done. 

Mr. Murphy. OK. 

Mr. Spiro [continuing]. As a result of many factors that are to- 
tally beyond their control. In the modernized market when people 
get sick or are diagnosed with a medical condition or just grow 
older, they will not experience rate shock. 

Mr. Chairman, this concludes my testimony. I am happy to an- 
swer questions. 

[The prepared statement of Mr. Spiro follows:] 
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Mr. Chairman, Ranking Member, and members of the Committee — ^thank you for the 
opportunity to testify today about the premium impact of the Affordable Care Act. My testimony 
will make five key points: 

1 . ) Concern has focused on the premium impact for young adults. But young adults who now 

have non-employer coverage and higher incomes are a small fraction of the population. 

2. ) Recent studies by health insurance companies and actuaries affiliated with the insurance 

industry lack transparency, are self-serving, and omit key factors. 

3. ) These studies do not measure up when compared with actual rate filings and analyses by 

independent experts. 

4. ) Emerging evidence indicates that the Exchanges are working as intended — competition 

among plans and providers is already lowering premiums. 

5. ) Premiums should not be the exclusive focus of investigation. In the new, modernized 

market, consumers will get a lot more for their money. 


Young adults who now have non-employer coverage and higher incomes are a small 
fraction of the population 

First, it is important to be clear about who will be affected by reforms and how. Among 
Americans with health insurance coverage, nearly 90 percent are covered by employer plans, 
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Medicare, Medicaid, or other government programs.' These Americans will not be affected by 
reforms to non-employer coverage under the Affordable Care Act. 

Now consider the remaining 10 percent of the population. Concern has focused on the premium 
impact for young adults with higher incomes, who will not be eligible for full subsidies. But the 
fraction of the population that now has non-employer coverage, is between the ages of 19 to 29, 
and has income above 250 percent of the federal poverty level is 0.5 percent.^ 

That fraction is even smaller after excluding women, who will see premium savings from the 
elimination of gender rating. And the fraction is smaller still after excluding young adults who 
will be eligible for their parents’ coverage: Among young adults who will not be eligible for 
subsidies, two-thirds will be eligible for their parents’ coverage.^ Finally, the fraction is even 
smaller after excluding young adults who now have non-employer coverage that is 
“grandfathered” — in other words, that is exempt from reforms. For example, in Maryland, 60 
percent of CareFirst’s enrollees in non-employer coverage are grandfathered.'* 

By contrast, the Affordable Care Act will benefit millions of Americans who have been offered 
Swiss cheese insurance, who were priced out of the market, or who were denied insurance 
altogether. Tens of millions of Americans will gain health insurance coverage. All Americans 


' Author’s calculation based on data from the U.S. Census Bureau. 

^ Maura Calsyn and Lindsay Rosenthal, “How the Affordable Care Act Helps Young Adults,” The Center for 
American Progress, May 2013. 

* Linda J. Blumberg and Matthew Buettgens, “Why the ACA’s Limits on Age Rating Will Not Cause ‘Rate Shock’: 
Distributional Implications of Limited Age Bands in Nongroup Health Insurance,” The Urban Institute, March 2013 
Jay Hancock, “Maryland Offers Glimpse at Obamacare Insurance Math,” Kaiser Health News, April 24, 2013. 
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will at long last benefit from the security and peace of mind of knowing that, if misfortune 
strikes, they will not suffer financial catastrophe. 

Studies lack transparency, are self-serving, and omit key factors 
Second, these types of studies are not new, but they have always suffered from a lack of 
transparency. Health insurance companies are happy to disclose their conclusions, but refuse to 
disclose their assumptions and underlying data. It is unclear why members of Congress would 
want to take insurance companies at their word, or rely exclusively on actuaries who are 
affiliated with the insurance industry. It should go without saying that insurance companies have 
every incentive to pad their premium proposals. 

These studies always omit key factors that greatly influence the costs people would pay out of 
pocket. In fact, one of the insurer submissions to this Committee acknowledged these omissions: 
“The analyses are not a comprehensive summary of all PPACA-related premium impacts.”^ 
While some of the studies take into account some of these factors, none of them take into 
account all (or even most) of the following factors: 

• Premium tax credits. For example, in California, people who make less than 400 percent 
of the federal poverty level will get tax credits that reduce their average premium costs by 


’ U.S. House of Representatives Committee on Energy and Commerce Majority Staff, “The Looming Premium Rate 
Shock,” May 13,2013. 
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more than 65 percent.'’ According to the Urban Institute, 70 percent of young adults who 
now have non-employer coverage will be eligible for Medicaid or Exchange subsidies.’ 

• The availability of parents’ coverage for young adults up to age 26. 

• The availability of catastrophic plans for young adults up to age 30. Because premiums 
for these plans can reflect the expected costs of younger enrollees, they will be lower than 
premiums for Bronze plans. 

• Insurance for insurers that incur high costs, known as “reinsurance.” For example, in 
California, reinsurance is projected to lower premiums by 9 percent.® 

• Administrative savings. The independent Congressional Budget Office projected that 
administrative savings will lower premiums for non-employer coverage by 7 to 10 
percent.’ Some administrative tasks currently performed by insurers can be performed by 
Exchanges, taking advantage of economies of scale. Some tasks, like medical 
underwriting, can be eliminated. In California, administrative savings are projected to 
lower premiums by 4.5 percent."* 

• The medical cost trend that would occur anyway. For example, in California, the 
projected premium increase in the absence of the Affordable Care Act is 9 percent.' ' 

• The extent to which individuals are enrolled in “grandfathered” plans that are exempt 
from reforms. 

• Savings from competition among plans and providers, as explained more fully below. 


‘ Milliman, “Factors Affecting individual Premium Rates in 2014 for California,” March 28, 2013. 

^ Linda J. Blumberg and Matthew Buettgens, “Why the ACA’s Limits on Age Rating Wit! Not Cause ‘Rate Shock’: 
Distributional Implications of Limited Age Bands in Nongroup Health Insurance,” The Urban Institute, March 2013. 
* Milliman, “Factors Affecting Individual Premium Rates in 2014 for California,” March 28, 2013. 

’ The Congressional Budget Office, Letter to the Honorable Evan Bayh, November 30, 2009. 

Milliman, “Factors Affecting Individual Premium Rates in 2014 for California,” March 28, 2013. 

' ' Milliman, “Factors Affecting Individual Premium Rates in 2014 for California,” March 28, 2013. 
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Studies do not measure up when compared with actual rate filings and independent 
analyses 

Because these studies are not reliable, it is instructive to compare some of them with actual rate 
filings and analyses by independent experts. 

A recent report by the Lewin Group and Optum projects a 32 percent average cost increase for 
non-employer coverage nationwide.'^ Under this analysis, because the Affordable Care Act 
guarantees all sick people access to insurance, the pool of insured people could become less 
healthy overall, increasing expected costs. 

But the independent Congressional Budget Office came to a different conclusion on this point, 
finding that the influx of new enrollees will actually tower premiums by 7 to 10 percent, on 
average.'^ This huge difference seems to be driven by the Lewin/Optum report’s assumption that 
there will be an influx of unhealthy people fi'om large employers. Note that the CBO did not see 
fit to change its analysis in its most recent estimates. 

To illustrate how the Lewin/Optum report is speculative and incomplete, consider actual rate 
filings in Washington. The Lewin/Optum report projected an average cost increase of 14 
percent.'’' But we now know that many Washingtonians will actually see lower rates. For 
example, a 21-year old could buy a similar Blue Cross plan — except with a lower deductible — 


Randy Haught and John Ahrens, “Cost of the Future Newly Insured under the Affordable Care Act,” March 2013. 
The Congressional Budget Office, Letter to the Honorable Evan Bayh, November 30, 2009. 

Randy Haught and John Ahrens, “Cost of the Future Newly Insured under the Affordable Care Act,” March 2013. 
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for 15 percent less next year.'^ The average proposed premium increase is 7 percent — less than 
the projected medical cost trend that would occur anyway in many states.'* 

The experience in Washington is noteworthy because just last year, the executive vice president 
of the Blue Cross insurer warned that premiums would increase by 50 to 70 percent.*’ The 
hysteria did not match up with the reality. 

Finally, consider California. According to the majority staff report, one insurer projected a 
premium increase of 23 to 66 percent.'* But an independent analysis projected that the 
Affordable Care Act will lower total health care costs by more than 40 percent, on average, for 
most people who now have non-employer coverage.'^ 

Competition among plans and providers is already lowering premiums 
When the independent Congressional Budget OfBce projected premiums under the Affordable 
Care Act, it theorized that competition in Exchanges would lower premiums.^'* Consumers would 
be able to more easily shop for and compare plans. Now that theory is becoming reality. 


Mike Baker, “Some may see lower rates under Obama health law,” The Associated Press, May 14, 2013. 
Washington State Office of the Insurance Commissioner. 

Mike Baker, “Some may see lower rates under Obama health law,” The Associated Press, May 14, 2013. 

U.S. House of Representatives Committee on Energy and Commerce Majority Staff, “The Looming Premium 
Rate Shock,” May 13, 2013. 

” Milliman, “Factors Affecting Individual Premium Rates in 2014 for California,” March 28, 2013. 

“ “The exchanges would enhance competition among insurers in the nongroup market by providing a centralized 
marketplace in which consumers could compare the premiums of relatively standardized insurance products. The 
additional competition would slightly reduce average premiums in the exchanges by encouraging consumers to 
enroll in lower-cost plans and by encouraging plans to keep their premiums low in order to attract enrollees.” The 
Congressional Budget Office, Letter to the Honorable Evan Bayh, November 30, 2009. 
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In Oregon, when premium proposals were posted publicly online, two insurers immediately 
lowered their proposed rates to remain competitive.^' One insurer lowered its proposed rate by 
15 percent and another lowered its proposed rate by even more. Clearly, these insurers had been 
inflating their projected costs; one insurer said its actuarial projections had been too pessimistic. 

Competition is also lowering the prices that hospitals charge. Some insurers are demanding and 
receiving price discounts of 10 percent or more from hospitals in exchange for a larger volume of 
new patients.^^ In California, provider price discounts are projected to lower premiums by 6 
percent.^^ The potential premium savings from provider price discounts are particularly 
significant in Exchanges that will offer Medicaid managed care plans. 

Con.sumers will get a lot more for their money 

When comparing premiums before and after the Affordable Care Act, it is important not to lose 
sight of the benefits of insurance market protections and improved coverage. The law’s market 
protections guarantee access to insurance to people who are ill or who have pre-existing 
conditions, and they prohibit insurers from charging them higher rates. They also limit how 
much more insurers can charge older people versus younger people. Other reforms require 
coverage of prescription drugs, mental health care, maternity care, and other essential benefits. 
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Exchanges will therefore offer brand new, modernized products. Comparing their prices to the 
prices of old Swiss cheese insurance products is like comparing the price of an iPhone to the 
price of a Sony Walkman. It is not a meaningful comparison. 

Nor should we focus exclusively on premiums. Premiums are not consumers’ only costs; they 
also pay deductibles, co-insurance, and co-payments. While providing more coverage increases 
premiums, it lowers out-of-pocket costs. A narrow focus on premiums also ignores the millions 
of Americans who have been shut out of a dysfunctional market. 

Furthermore, premiums reflect a snapshot in time. Just because you are young and healthy now 
does not mean you will always be. In the current dysfunctional market, premiums can spike 
uncontrollably for both individuals and small businesses, as a result of many factors that are 
totally beyond their control. In the modernized market, when people get sick or are diagnosed 
with a medical condition, or just grow older, their premiums will remain stable. 

Finally, it is important to keep in mind the reforms that are at issue here, and their purpose. 
Repealing these reforms would increase premiums for women, older people, sick people, and 
people with pre-existing conditions. These premium impacts must be part of the discussion. 

Mr. Chairman, this concludes my testimony, and I am happy to answer any questions members 
of the Committee may have. 
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Mr. Murphy. I appreciate all of — the testimony from all of the 
witnesses today. We will go on to some questions here, and I will 
start off with 5 minutes for myself here. Although I am reminded 
sometimes, like when we have economists in front of us, they all 
talk about you don’t see a one-handed economist because they al- 
ways say, “On the other hand.” So this will be important to get 
some information from you all. 

Mr. Carlson, today Mr. Waxman released a staff memo we had 
put in the record saying that the customers in Rhode Island, 
Vermont, Maryland, Oregon and Washington can expect large rate 
decreases. In your testimony, however, you note that you reviewed 
the actual rate filings in some of these States, Oregon, Maryland 
and Vermont. Am I correct? 

Mr. Carlson. Yes, that’s correct. 

Mr. Murphy. And your testimony States an average premium 
rate in these files represents an increase of 36 to 53 percent over 
current premium rates. Can you elaborate on this? 

Mr. Carlson. Well, that information was from the — several — I 
believe that was the Oregon rate filings that I was mentioning 
there. And based on all the factors that they have in their filing, 
including trend rates, all of the assumptions due to the changes in 
the market, market rules, all those factors combined resulted in 
rates for a similar benefit package of 36 to 53 percent increases. 
So having not 

Mr. Murphy. That’s for Oregon? That’s for Oregon, you are say- 
ing? 

Mr. Carlson. I believe that was Oregon, yes. 

Mr. Murphy. OK. 

Mr. Carlson. Having not seen the report that was put out today, 
I can’t comment how those numbers relate. 

Mr. Murphy. I see. But I just want to make sure I understand. 
In Oregon, you said there’s probably going to be a premium in- 
crease? 

Mr. Carlson. Yes. That’s correct. 

Mr. Murphy. Right. Now, in Maryland you note that one insur- 
ance proposed an overall rate increase of 25 percent. Am I correct? 

Mr. Carlson. That’s correct, yes. 

Mr. Murphy. And another insurance proposed rates that are 120 
percent higher than the current rates in the market? 

Mr. Carlson. Yes. 

Mr. Murphy. Correct, too? Can you elaborate on these findings? 
Basically you said Maryland’s going to see a premium increase, but 
can you elaborate on 

Mr. Carlson. Well, I think the important point to take from 
there is that the rate increases are going to differ substantially 
based on what State you are in, what kind of market you are in, 
the level of benefits that you currently have, and, you know, other 
factors as far as, you know, the insurer that is showing a very high 
rate increase, they may have been able to enroll a much healthier 
population in the past, therefore, when they get a normal mix of 
membership, they end up with a much higher rate increase than 
if they had started with an average population. 

So, no individual is going to get the same rate increase. It’s going 
to differ greatly from one individual to the next. 
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Mr. Murphy. I see. All right. Mr. Durham, last week the com- 
mittee released its findings on the investigation we conducted in 
the internal analysis of how premiums will be impacted by the Af- 
fordable Care Act, and after reviewing the internal analysis of the 
nation’s largest insurers, we saw that massive premium increases 
are likely. Can you provide your view on the likelihood of this? 

Mr. Durham. Well, I read the report from the committee and 
looked at the great degree of variability in premiums depending on 
the individual’s age, their location, their health status, and it’s 
similar to what we find in our Milliman report that I described in 
my testimony. Again, a great degree of variability here in terms of 
how plans are building their premiums in 2014. There are certain 
things that are sure to include increases in premium costs, and 
those include the health insurance premium tax, other fees and as- 
sessments, the benefit buy-up, since many, particularly in the indi- 
vidual market, have coverage that is less generous than coverage 
that’s required under the ACA, and also the age band compression, 
where younger individuals are likely to face much higher 

Mr. Murphy. So it’s safe to say in States that already have a 
number of these restrictions, they — they will not see a lot of move- 
ment, in the States that do not have those, they will see a lot of 
upward movement 

Mr. Durham. That’s correct. 

Mr. Murphy [continuing]. In general? Thank you. 

Mr. Durham. And on the other side of the coin, the Milliman re- 
port also goes into detail about the premium tax subsidies that will 
help lower income individuals, which — which are very important, 
and also other things that will lower premium costs, such as com- 
petition in the marketplace that was mentioned earlier. 

Mr. Murphy. Sure. Competition helped lower things in the Medi- 
care Part D plan, which is often bashed, which — by 41 percent 
below, I think it is. 

But let me ask this real quickly, Ms. Uccello and Mr. Durham, 
because you both stated in your testimony — you talked about the 
individual mandate effect on this, Ms. Uccello, and Mr. Durham, 
you made a reference to people between 21 and 29. 

Are a lot of these estimates based upon the assumption that all 
those people will sign up or do they also take into account if people 
see rates go very high for themselves, regardless of subsidies, they 
may not show up, may not sign up, and then that will affect rates 
as well? 

Ms. Uccello, can you comment on that? 

Ms. Uccello. I can’t comment directly on the different projec- 
tions, but I assume that each of those projections makes assump- 
tions regarding participation in the market. And as you were allud- 
ing to, key to the viability of this program is attracting the lower 
cost people into the pool to help offset the higher costs of the — of 
those other people. 

Mr. Murphy. Thank you. I am out of time, but if I could ask, Ms. 
Uccello, if you could provide a little more information to this com- 
mittee on what means, and Mr. Durham, elaborate on those two 
points, that’s very important to us, in terms of the assumptions 
with regard to people signing up by the mandate. 

I now recognize — I am out of time — Ms. DeGette for 5 minutes. 
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Ms. DeGette. Thank you very much, Mr. Chairman. 

Ms. Uccello, just like Mr. Carlson, you are also an actuary. Is 
that correct? 

Ms. Uccello. That is correct. 

Ms. DeGette. And you — you testify — it sounds to me like the 
gist of your testimony is we are going to have sort of a rebalancing 
of rates, because in the exchanges at least and in these plans, we 
are going to be covering everybody. Is that right? 

Ms. Uccello. Yes. 

Ms. DeGette. So right now what happens is if an individual 
with a pre-existing condition, or a woman, or somebody who’s older, 
people like that, if they choose to get insurance, their insurance 
will be more expensive, because the pool is smaller. Is that right? 
So cheaper people aren’t in those pools right now. I think you said 
that, too, Mr. Durham, as a matter of fact. 

Mr. Durham. I think the concern is 

Ms. DeGette. For some people, for some people, insurance is 
much more expensive now because health care costs more for them, 
right? 

Ms. Uccello. There are some people — depending on what State 
and the rules that apply in that State, some people with pre-exist- 
ing conditions may not have access to coverage at all 

Ms. DeGette. Right. But what I am saying is 

Ms. Uccello [continuing]. They may be paying more. 

Ms. DeGette. What I am saying is so when you put everybody 
into the pool, some people will pay higher insurance rates, some 
people — like young people. 

Ms. Uccello. Yes. 

Ms. DeGette [continuing]. And some people will pay lower in- 
surance rates. Is that right? 

Ms. Uccello. Yes. 

Ms. DeGette. And that’s because the pool is bigger, right? 

Ms. Uccello. It’s more about the distribution of who’s in the 

Ms. DeGette. OK. Right. And so there are going to be a lot of 
people who are paying lower insurance rates under the Affordable 
Care Act, correct? 

Ms. Uccello. Depending on the certain — the particular cir- 
cumstance, premiums go down for some people 

Ms. DeGette. For some people. 

Ms. Uccello [continuing]. And for others go up. 

Ms. DeGette. And in addition, other people, in fact, the majority 
of people who will now be going into these exchanges will be sub- 
sidized, will be eligible for the tax credits, correct? 

Ms. Uccello. I don’t know the specific share, but the people who 
are eligible will indeed see downward pressure on their net pre- 
mium. 

Ms. DeGette. Spoken like a true actuary. 

Mr. Durham, I wanted to ask you, because I think you would 
agree, since you have been looking at these issues, health insur- 
ance premiums have increased about 10 percent a year on average 
for the last 10 years from 1999 to 2009, correct? 

Mr. Durham. Yes. Premiums reflect the average cost of care, and 
so if 
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Ms. DeGette. Right. They have been going up on an average of 
about 10 percent per year for the last 10 years or so. Is that right? 

Mr. Durham. Right. 

Ms. DeGette. Correct? 

Mr. Durham. Reflecting the average cost 

Ms. DeGette. Yes or no. 

Mr. Durham. Yes. 

Ms. DeGette. Thank you. And so you wouldn’t expect to see a 
dramatic reversal of this trend right now, would you? 

Mr. Durham. Oh, we have seen some reversal because of reduced 
utilization due to the downturn in the economy. 

Ms. DeGette. Oh, OK. OK. So that’s because people aren’t buy- 
ing insurance, right? 

Mr. Durham. Or they are not using insurance as much. But we 
have seen 

Ms. DeGette. Yes. So they are — they are not — so for once, and 
don’t hold me to this, I actually agree with Mr. Burgess, which is, 
nothing is ever totally free, so if somebody doesn’t get insurance 
and they get sick, somebody is still paying for their care. Is that 
correct? 

Mr. Durham. There is some payment through uncompensated 
care, yes. 

Ms. DeGette. Yes. Yes. Someone’s still paying for it. And that’s 
often the taxpayers, right? 

Mr. Durham. Right. And it often gets shifted to private plans as 
well, which increases premium costs. 

Ms. DeGette. So if it gets shifted to private plans, that increases 
the premium costs for those people, right? 

Mr. Durham. Correct. 

Ms. DeGette. Yes. So I wanted to ask you a question, Mr. Spiro. 
Have you looked at — have you looked at the memo that the Demo- 
cratic staff released this morning about the results from Oregon, 
Washington, Maryland, Vermont, and Rhode Island? 

Mr. Spiro. I have not, but I am broadly familiar with the rate 
filings in those States. 

Ms. DeGette. So what they found out was in Oregon, rates for 
people who stay in comparable plans offered by their current insur- 
ance are expected to fall by about 7 percent, and in Washington, 
consumers will see average reductions by 25 percent, and in 
Vermont, a similar result. What is your reaction to this kind of a 
finding? 

Mr. Spiro. I think, number one, it shows that some of the con- 
cerns have been inflated, in that in some of these States, the insur- 
ance executives, as I mentioned, were projecting increases of 50 to 
70 percent, and it turned out not to be the case, so their concerns 
were overblown. 

Second, I think it shows that there is — despite actuaries making 
it seem like a science, there is a lot of flexibility and fudge room 
in what they do, and that projected costs based on very minor 
changes in assumptions can vary wildly. 

Ms. DeGette. Just one last question. You would expect competi- 
tion to give a more apt competitive insurance price, right? 

Mr. Spiro. Yes. I think the interesting thing in Oregon, as I 
mentioned is, immediately after the rates were posted online, and 
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not every State is as transparent as Oregon but that is something 
to be encouraged, but once the competitors saw those rates being 
posted, they immediately requested to the insurance commissioner 
that they be able to propose lower rates. 

Ms. DeGette. Thank you. 

Mr. Spiro. And those are just the proposed rates, so they haven’t 
even been reviewed by the insurance commissioner yet. 

Mr. Murphy. Thank you. Time has expired. 

Now recognize Dr. Burgess for 5 minutes. 

Mr. Burgess. Thank you, Mr. Chairman. Mr. Durham, I wasn’t 
going to go here, but since I was provoked by the ranking member, 
let’s go here for just a moment. Cost of people who show up with 
no insurance does cost those who have insurance something, 
doesn’t it? 

Mr. Durham. Yes, sir. 

Mr. Burgess. But the greater amount of cross-subsidization that 
occurs is between the public plans. Medicare, Medicaid, and what 
they don’t pay in covering the cost of the care rendered. Is that a 
fair statement? 

Mr. Durham. Correct. And that is often again passed through to 
practice. 

Mr. Burgess. And what is the larger group? People who show up 
in the emergency room without an insurance policy or Medicare 
and Medicaid that show up in the emergency room of the hospital? 

Mr. Durham. Medicare and Medicaid. 

Mr. Burgess. Yes, absolutely. That is the 9 percent cross-sub- 
sidization. We like to push that off onto the uninsured, but in fact, 
it is the Federal Government not paying their fair share of the 
note; is that not correct? 

Mr. Durham. Correct. 

Mr. Burgess. Well, look, Mr. Spiro, let me just ask you, I have 
got your biography, I guess, in front of me. You are not a physician; 
is that correct? 

Mr. Spiro. That is correct. 

Mr. Burgess. But you did serve some time in the Senate Health, 
Education, Labor, and Pensions Committee? 

Mr. Spiro. Correct. 

Mr. Burgess. Was that time that you served there while a law 
that is now known as Affordable Care Act was under consider- 
ation? 

Mr. Spiro. Yes. 

Mr. Burgess. This is a good day for me because you may recall 
that the House had hearings and marked up a bill called H.R. 
3200, and do you recall what happened to H.R. 3200? 

Mr. Spiro. I was a staffer on the Senate side. 

Mr. Burgess. Well, the correct answer is it vaporized. It went off 
into the ether. No one has seen it since November of 2009 because 
the law that we are talking about, the Affordable Care Act, was ac- 
tually a Senate bill; is that not correct? 

Mr. Spiro. It was a Senate bill, but it was very much informed 
by 

Mr. Burgess. OK. Yes or no. It was a Senate bill. 

Mr. Spiro. But to finish my answer, there was 

Mr. Burgess. The point I — I control the time. 
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Mr. Spiro. May I finish? 

Mr. Burgess. The point I need to make here is that there are 
some things that many of us have wondered about over here on the 
House side. Now, we have just been told that the House has voted 
to repeal all or a part of the Affordable Care Act some 37 times, 
but there was one part of the Affordable Care Act that everybody 
agreed with, the 1099 provision. Do you remember the 1099 provi- 
sion, the business-to-business transaction greater than $600 that 
was going to generate the issuance of a 1099 form? 

Mr. Spiro. Yes. 

Mr. Burgess. Was that part of the work you did in your Senate 
committee? 

Mr. Spiro. No. Part the work I personally did, I was not a tax 
counsel, but I am familiar with the provision. 

Mr. Burgess. So that is a portion of the Affordable Care Act that 
again there was broad bipartisan agreement that this was an oner- 
ous burden on — as a paperwork requirement on the businesses of 
this country, correct? And the President signed it into law. The 
President agreed with the Congress when that repeal portion came 
through 

Now, there is another bill that was voted on January 1st of this 
year called the — we called it a fiscal cliff bill. I actually voted 
against it, but one of the parts of it that I actually liked was the 
repeal of something known as the Class Act. 

Now, that was one of Senator Kennedy’s projects. Did you work 
on the Class Act when you were on the Committee of the Health, 
Education, Labor and Pensions? 

Mr. Spiro. I did not, but I am familiar with it. 

Mr. Burgess. Well, the Class Act was again one of those aspects 
of the Affordable Care Act where there was broad agreement be- 
tween Republicans and Democrats that this was something that 
would be better off repealed. And again, I guess the President 
agreed because the President signed that, did he not? 

Mr. Spiro. I think there was an acknowledgment that as struc- 
tured, the Class Act, because it did not have an individual man- 
date, that it would spiral out of control, so 

Mr. Burgess. Well, I think the language that the chief actuary 
used, because we heard him here in this very committee, that it 
was the classic insurance death spiral that the Class Act was fixing 
to inaugurate. 

Well, we have talked a lot today about pre-existing conditions. 
Were you part of the committee that worked on the pre-existing 
conditions 

Mr. Spiro. Yes. 

Mr. Burgess [continuing]. Program? Well, do you know what has 
happened to the Federal pre-existing conditions program since Jan- 
uary or February of this year? 

Mr. Spiro. A lot of things have happened with 

Mr. Burgess. Well, they are out of money, and so people who 
were hoping to age into that system, and we have heard from them 
in this — already in the health subcommittee, they are now frozen 
out. There is no — they cannot be taken into that system, so they 
are basically on their own between February 1st and January 1st 
of 2014. Were you aware of that? 



74 


Mr. Spiro. Do you want to provide more appropriations for that 
program? 

Mr. Burgess. Well, I was hoping to move all of the money from 
the prevention fund into the pre-existing plan, but I haven’t quite 
been able to do that, and therein is the problem. You knew, when 
this part of the law was drafted in committee, you knew that it was 
woefully underfunded. There is no one in the world who thought 
$5 billion was going to be enough to do what you said it was going 
to do. 

Mr. Murphy. Gentleman’s time has expired. 

Mr. Burgess. Do you have a thought on that? 

Mr. Spiro. The bill was designed in such a way so that it would 
reduce the deficit, and it met that test. Now, could it have provided 
more funding for the PCIP program? Yes. Would you have sup- 
ported the program and the bill if it had done so? 

Mr. Burgess. Sir, with all due respect 

Mr. Murphy. Time has expired. 

Mr. Burgess. I didn’t support a single part of this, but I will 
save my followup questions for a second round. 

Mr. Murphy. Time has expired. 

Mr. Waxman is recognized for 5 minutes. 

Mr. Waxman. Thank you, Mr. Chairman. 

It is interesting that my colleague talked about the things for 
there was a bipartisan consensus like to take away the burden on 
businesses to file 1099s, but where was the bipartisan consensus 
to protect people from being charged more money or denied insur- 
ance because of pre-existing conditions? 

Mr. Burgess. Waiting on you 

Mr. Waxman. Mr. Chairman, it is my time. There was no bipar- 
tisan consensus for that. All they wanted was to protect the indus- 
try, the businesses. Fine. We all agreed to do that, and we are 
going to make other changes in this law. 

Mr. Carlson, I want to ask you about your testimony. We looked 
it over, and I think that you got this to us very late. We just got 
it today. The rules require you to put it in earlier, but — so we are 
at somewhat of a disadvantage, but your testimony contains a re- 
view of premiums in three States recently released filings of pro- 
posed premiums, and you state that the average premium rates of 
the top three insurers in Oregon represent an increase of 36 to 53 
percent over current premium rates. I would like to ask you a few 
questions about that. 

Did you separate out the bronze, silver, and other levels of plans 
from your calculations of the average premium and changes in pre- 
miums? 

Mr. Carlson. What I looked at was kind of the base rate. So 
as 

Mr. Waxman. In other words, you didn’t. You looked at a base 
rate, but there are several different kinds of plans under the Af- 
fordable Care Act. Did you do any comparison of the currents rates 
of plan with comparable actuarial value to silver and bronze plans 
to the proposed rates of silver and bronze plans that will be avail- 
able in the marketplace? 

Mr. Carlson. I relied upon what was in the filings. 
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Mr. Waxman. But the law requires that there be several plans, 
a silver and a gold plan and a bronze plan, and they all have to 
provide basic services but they relate to how much are the out-of- 
pocket costs. Did you look at those different plans in a different 
way or you treat them all the same? 

Mr. Carlson. Well, I looked at the average plan, so, obviously, 
each of those plans are 

Mr. Waxman. You didn’t look at an analysis then if people 
switched to the lowest cost silver and bronze plans offered in the 
marketplace; is that right? 

Mr. Carlson. Well, if they were to do so, they would also, their 
benefits would be reduced as well as their premium. 

Mr. Waxman. Yes, but you didn’t look at that. Some people 
would choose to do that. They want a lower premium, so they are 
willing to take a lower plan. That is a reasonable thing to do, isn’t 
it, have a choice? 

Did you make any attempt to calculate the savings individuals 
might see because their improved coverage would lead to a reduc- 
tion in out-of-pocket spending? 

Mr. Carlson. No, I didn’t consider the out-of-pocket spending. 

Mr. Waxman. Did you estimate the impact of premium tax cred- 
its available in the marketplace on effective premiums in Oregon? 

Mr. Carlson. Well, I mean, I am just looking at what the pre- 
mium rate the insurance company is going to charge, not what the 
consumer is going to actually pay. 

Mr. Waxman. Well, I think what this hearing is supposed to be 
all about is what consumers might expect. So you didn’t look at 
what a lot of consumers will appreciate, which is a lower cost to 
them because of the premium tax credit. 

Your testimony also differs in many important ways from the 
supplemental report that we put out. I know you haven’t had a 
chance to do it, but our memo found that the average consumer 
currently enrolled in a bronze comparable plan would see a rate de- 
crease of 11 percent and save $470 annually if they stay with the 
same insurer. If they switch to a lower cost bronze plan, consumers 
would save an average of 32 percent or over $1,300 annually. I 
want to just bring this to your attention because there is a more 
complete analysis. 

Mr. Durham, you represent the insurance industry. Does the in- 
surance industry support the full repeal of healthcare reform that 
the Republicans have voted on 37 times? 

Mr. Durham. We are focused like a laser on implementation. 
This is the law of the land, and our plans are working around the 
clock to 

Mr. Waxman. Does your industry support repeal of the law? 

Mr. Durham. We haven’t taken a position on repeal. We are fo- 
cused on implementation. 

Mr. Waxman. What you don’t like is the tax on insurance compa- 
nies. 

Mr. Durham. We would like to see 

Mr. Waxman. You would like to see that changed. 

Mr. Durham. Yes, because 

Mr. Waxman. You don’t want the whole law thrown out. 
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Mr. Durham [continuing]. Adds to the cost of premiums and 
makes premiums less affordable. 

Mr. Waxman. I think your position shows how out of the main- 
stream my Republican colleagues are with their continuing push 
for full repeal of healthcare reform. I don’t understand why Repub- 
licans would continue to vote for healthcare repeal that would cost 
25 million Americans to lose health insurance coverage, increase 
the cost for millions of Medicare beneficiaries and increase the Fed- 
eral deficit. My time is expired. I yield back. 

Mr. Murphy. Gentleman’s time is expired. 

Now recognize Mr. Harper for 5 minutes. 

Mr. Harper. Thank you, Mr. Chairman. 

And thank each of you for taking your time to be here. This is 
something we are dealing with in every State, in every district. 
And for me, the calls began even before Obamacare was passed 
back in 2010 because people were worried about what was going 
to happen with their premiums, how they were going to be able to 
pay either the fine or provide health insurance when some of their 
businesses were on a very marginal rate. 

And Mr. Spiro, listening to some of the information brings back 
a lot of memories, but when we were calculating the price on this, 
the plan did not include SGR, did it? That was the cost to fix the 
doc fix, that was not a part of the plan, was it? That was not in- 
cluded in the calculation for the price. 

Mr. Spiro. The SGR is still part of current law. 

Mr. Harper. OK. My point is we didn’t solve that because it 
would have driven up the cost, the price tag. I mean, it wasn’t in- 
cluded in the law that came out, was it? 

Mr. Spiro. No, it was not. 

Mr. Harper. OK. You know, when you talked and you said some- 
thing about additional money to fund preexisting, how do you feel 
about doing away with the preventive care slush fund that Sebelius 
has and using that money to help with preexisting? 

Mr. Spiro. How do I feel about that? 

Mr. Harper. Yes. I mean, you are sitting there talking about it. 
Do you support doing away with the preventive care fund and mov- 
ing that money over to help those that need it most in preexisting? 

Mr. Spiro. As you may know, I worked for Chairman Harkin, so 
I support the prevention public health fund. 

Mr. Harper. OK. Even though that is being used for things that 
truly are not for preventive care. You have seen some of that al- 
ready. 

Mr. Spiro. Being used for evidence-based practices to lower the 
cost of healthcare and improve 

Mr. Harper. OK. 

Mr. Spiro [continuing]. Quality of healthcare. 

Mr. Harper. So the money used for lobbying for soda tax that 
came out of preventive care fund or that that was used for pet 
neutering programs, those are not — ^you consider that part of im- 
portance for preventive care? 

Mr. Spiro. I don’t know what you are referring to. 

Mr. Harper. OK. Well, it is there. 

And if I may, Mr. Chairman, I am going to yield to Dr. Burgess. 

Mr. Burgess. I thank the gentleman for yielding. 
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Mr. Durham, let me ask you a question on preexisting conditions. 
Because we were told in the run up to pass the Affordable Care Act 
that there were 8 to 12 , 15 million people who had preexisting con- 
ditions and as a consequence could not get insurance. As of Janu- 
ary 1st or January 30th when the program closed to new folks, do 
you know how many people were receiving insurance through the 
preexisting pool? 

Mr. Durham. I believe it was around 135,000. 

Mr. Burgess. So how do you explain the discrepancy between 8 
to 12 to 15 million people who we were told in the run up to this 
law, and 100,000, 150,000 that were actually in the pool when the 
doors closed? 

Mr. Durham. I don’t have an explanation for that? 

Mr. Burgess. Well, wouldn’t part of the explanation be in the 
large group market, under ERISA regulations, there are periods 
called open enrollment periods, where people who are hired onto 
say a large telecommunications company, they are hired on, they 
get on the insurance, if they have a preexisting condition, are they 
what, are they fired, are they turned down or what, what happens 
to them? They get insurance, don’t they? 

Mr. Durham. Yes, through their employer. 

Mr. Burgess. And that is one of the issues. All of the debate 
leading up to the passage of the Affordable Care Act conveniently 
ignored that, yes, here is a group of people who have a problem, 
people in the individual market. They have a preexisting condition, 
they get frozen out of market, but people in the large group mar- 
ket, because of some existing Federal regulations, some of which I 
have a problem with, to be perfectly honest, but nevertheless, they 
get coverage when they get hired onto one of the multi-State cor- 
porations; is that not correct? 

Mr. Durham. That is correct. 

Mr. Burgess. So, the problem with preexisting conditions was 
actually one that perhaps was quite manageable, I would submit. 
It never required a new Federal agency to be stood up, and that 
is where most of the dollars in the PCIP program were wasted set- 
ting up a new Federal agency. It would have been far better served 
to help those States that already had risk pools of reinsurance or 
some other novel approach to help someone in the individual mar- 
ket who didn’t have coverage, but for whatever reason, we decided 
that we needed a new Federal agency because I guess we didn’t 
have enough already; is that right? 

Mr. Durham. I can’t comment on the specific administrative side 
of the PCIP program. 

Mr. Burgess. Well, Mr. Spiro may have some recollection about 
that from his time on the committee, but we have already visited 
about that, so I will yield back. I did want to make that point, 
though. There is — the folks who have preexisting conditions are 
rarely in the large group market. They tend to be in the small 
group market and the individual market, and that was a fixable 
problem 

Mr. Murphy. Time expired. 

Mr. Burgess [continuing]. Had the Congress had the will to do 
that. 

Mr. Murphy. OK. Gentleman’s time expired. 
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I recognize Mr. Butterfield for 5 minutes. 

Mr. Butterfield. Thank you very much, Mr. Chairman. 

Thank all of you for your testimony today. We have heard a lot 
today about premiums under ACA may actually increase, and a lot 
of these claims aren’t accurate, in my opinion, because they don’t 
take into account factors like the tax credits that will be available 
to many enrollees to reduce the cost of coverage. But some of this 
discussion simply misses the point. 

Under ACA, millions of Americans will have access to much bet- 
ter coverage, so even if they pay higher premiums, they will get a 
lot more for their money. Let me start off with Mr. Durham, if I 
can. 

Your testimony puts this in what I call clinical terms. It refers 
to the Affordable Care Act’s minimal actuarial value requirements. 
In plain English, what does this mean? 

Mr. Durham. That is the percent of total healthcare cost that is 
paid by the plan versus the insured, so a minimum of 60 percent 
actuarial value means the plan picks up 60 percent of the total 
cost. The beneficiary pays the other 40 percent. 

Mr. Butterfield. Has your industry projected with any cer- 
tainty about how many more people will have insurance as a result 
of the Affordable Care Act? 

Mr. Durham. We have seen CBO projections in terms of 

Mr. Butterfield. Do you accept that projection as valid for plan- 
ning purposes within your industry? 

Mr. Durham. Generally, yes. 

Mr. Butterfield. And how many people do you project will get 
insurance? 

Mr. Durham. Well, let me see. I have got the latest CBO projec- 
tions here with me. They estimate that — it looks like, in 2014, 
there will be 9 million additional Medicaid and SCHIP; 2 million 
will lose nongroup coverage; 7 million will gain coverage through 
the exchange. 

Mr. Butterfield. But the industry is preparing for a large in- 
flux of new enrollees in the — in the exchange. 

Mr. Durham. Well, that is our hope. And our main concern is 
that if premiums are not affordable, then those younger and 
healthier will opt not to purchase coverage, stay out, and that will 
deteriorate the risk pool. 

Mr. Butterfield. And that is why you focused on implementa- 
tion. You want this thing to work, don’t you? 

Mr. Durham. Yes. Our plans are competing in this new market- 
place and have been working on implementation round the clock to 
get ready for the October 1 open enrollment. 

Mr. Butterfield. And the tax credits that you will be getting to 
assist with these premiums, that is money. That is real money that 
your companies will spend and use to — for your overhead and for 
other things that you do. 

Mr. Durham. Those tax credits will not reduce the premium cost, 
but they will help lower-income individuals pay for premiums, that 
is correct. But they do — they do phase out rapidly, so by the time 
you get up to around, according to CBO, about 250, 300 percent of 
Federal poverty level, those premium tax cuts are only paying for 
40 percent of the premium, and so that is worth to note as well. 
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Mr. Butterfield. Do you have any idea what the average pre- 
mium will he, let’s say for a 35-year-old single healthy adult in the 
average State? 

Mr. Durham. The average premium, I don’t have that in front 
of me. I think for CBO’s estimate, it is $5,200. 

Mr. Butterfield. And Ms. Ucello, do you have any projection on 
the average premium cost for a single adult? 

Ms. Uccello. No, and I would argue that there is no such thing 
as average. 

Mr. Butterfield. I think Kaiser comes out with like $330 a 
month, which is $4,000 a year or something. You are saying 

Ms. Uccello. We have not done any projections. 

Mr. Butterfield. Because of the variations between the States 
and the different 

Ms. Uccello. Across individuals and States, exactly. 

Mr. Butterfield. All right. So back to you, Mr. Durham. So, 
under the Affordable Care Act, plans on the exchange must offer 
policies that cover at least 60 percent of healthcare costs; is that 
correct? 

Mr. Durham. That is correct. That is the minimum actuarial 
value. 

Mr. Butterfield. But it can go up from there to 90 percent of 
the cost. 

Mr. Durham. That is correct. 

Mr. Butterfield. We have heard a lot of furor from my friends 
on the other side in this hearing and in previous hearings about 
potential large increases in premiums, but Mr. Spiro, your testi- 
mony walks through why some of these concerns seem to be over- 
blown. For starters, people who currently have employer coverage, 
like Medicare and Medicare and other public coverage, are unlikely 
to be affected by premium changes; is that correct? 

Mr. Spiro. That is correct. It is almost 90 percent of the Amer- 
ican population. 

Mr. Butterfield. And much of the remaining population, 
women and older people and people with preexisting conditions are 
likely to see lower premiums and not higher premiums. Would that 
be correct? 

Mr. Spiro. Correct. It depends, as Cori has mentioned, it de- 
pends on a lot of different factors. The group of concern would be 
young adults with higher incomes who don’t qualify for full sub- 
sidies, and in my testimony, I said that the estimated fraction of 
the population that that is 0.5 percent. 

Mr. Butterfield. Mr. Spiro, if this act was completely repealed, 
what would happen to the number of uninsured people in our coun- 
try? 

Mr. Spiro. Relative to the act being in place, I believe CBO’s lat- 
est estimate, if I can borrow this 

Mr. Durham. Sure. 

Mr. Spiro. Is that, you know, within 10 years, the Affordable 
Care Act will reduce the number of uninsured by 25 million. Now, 
it would be much higher if all States expanded their Medicaid pro- 
grams, so 

Mr. Butterfield. That was going to be my final question. 
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Mr. Spiro. And I expect that to be the case. Over time, States 
will realize what a good deal it is, how good it is for their econo- 
mies, so I expect every State will eventually take up the expansion. 
And when the CBO estimated on that basis, the reduction in the 
number of uninsured was over 30 million. 

Mr. Butterfield. When you served on the Senate committee 
that helped put the finishing touches on this thing, did you ever 
imagine that States would decline to expand their Medicaid pro- 
gram to cover poor people within their States? 

Mr. Spiro. Well, first, I never imagined that the Supreme Court 
would make that expansion a voluntary option. Now, I don’t think 
it is wise for States not to expand. One reason, since we are talking 
about premium impact, is that actually, in States that do not ex- 
pand their Medicaid programs, premiums will rise in the ex- 
changes. 

Now, why is that connected? It is because on average people who 
are lower income are sicker, it is a less healthy population, so if 
they are being covered under the exchanges, rather than under 
Medicaid, premiums are going to rise slightly in the exchanges, so 
I think it is an unwise policy 

Mr. Murphy. Gentleman’s times has expired. 

Mr. Spiro [continuing]. Not to extend Medicaid program. 

Mr. Murphy. Mr. Long is recognized for 5 minutes. 

Mr. Long. Thank you, Mr. Chairman. 

Mr. Spiro, you worked on the Hill up here and were a staffer. 
If you were a staffer today and wanted to get information on what 
your healthcare was going to cost you January 1st of next year, 
were would you suggest I go? 

Mr. Spiro. I am sorry, can you repeat the question? 

Mr. Long. My 5 minutes will be up. If you were working on the 
Hill today and you go to the Member of Congress — you worked for 
Senator Kennedy; is that right? 

Mr. Spiro. Right. 

Mr. Long. And you go to Senator Kennedy and you say, what is 
my health insurance? They have got this new Affordable Care Act 
coming in and Members of Congress and their staff are going to be 
under the exchanges, how much is my healthcare? 

Mr. Spiro. Yes. 

Mr. Long. Where would you go to get that information? Where 
can I — because these are the questions my staff has asked for. 

Mr. Spiro. Yes. 

Mr. Long. We are talking about the increased healthcare cost, so 
where can I get that information? I have been trying since January 
and I haven’t been able to get it from anybody. Where would you 
suggest I go with your experience up here? 

Mr. Spiro. This is the beauty. Congressman, of the exchanges. 
Each State is going to have its own exchange, whether it chooses 
to establish its own exchange. If it doesn’t 

Mr. Long. Missouri is not going to — I mean, Missouri is not 
going 

Mr. Spiro. If it does not, then the Federal Government will facili- 
tate an exchange in that state and consumers can go online. 

Mr. Long. Today? 

Mr. Spiro. When the exchanges are functioning. 
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Mr. Long. May 20th? 

Mr. Spiro. October 1st. 

Mr. Long. They go — OK, October 1st. 

Mr. Spiro. Yes. They can go online and see the rates and com- 
pare them, apples-to-apples comparison, makes it much easier to 
shop for and compare plans and that you will be able to see what 
your premium tax credit would be. 

So, we won’t be talking about all these studies that don’t take 
into account your premium tax credits. Consumers will actually be 
able to see how much they will actually have to pay out of pocket. 

Mr. Long. So that is October 1. So if you are a young — how old 
are you? 

Mr. Spiro. I am 38. 

Mr. Long. 38. OK. You look younger than that. If you — ^but if you 
are a young staffer up here living three and four deep in an apart- 
ment, as you know they do, trying to make a living and staffers 
back home that have one or two children, young family starting 
out, they are going to need to wait till October the 1st before they 
can then find out what their insurance is going to cost January 1st, 
so they are going to have October, November, December to make 
a decision on whether they want to stay employed here in public 
service or whether they need to find another job where they will 
have better coverage, correct? About three months. 

Mr. Spiro. The open enrollment period is 6 months, and it starts 
on October 1st, so it is a long period of time for people to enroll. 

Mr. Long. When you were talking to Mr. Butterfield there about 
the — repeat that about the 90 percent; 90 percent of the people will 
not see premium increases? Was that a category or something, or 
did I — surely that is not 90 percent of the public. 

Mr. Spiro. What Mr. Butterfield was pointing out was that the 
vast majority of Americans who have health insurance today, they 
either have it through their employers or through Medicare or 
Medicaid or the Veterans Health Administration, other government 
programs, and when you add up all those people, that’s 90 percent. 

Mr. Long. And you are saying that their premiums are not going 
to rise. 

Mr. Spiro. I am saying that because we are focussing today on 
the impact of reforms to the non-employer market, the nongroup 
market, we are not talking about that 90 percent of the population. 

Mr. Long. I thought we were talking about the health insurance 
premiums under the Patient Protection and Affordable Care Act. 

Mr. Spiro. Correct. And the reform 

Mr. Long. OK. Let me move on to another question. I had a CEO 
come to me, and he said, I am coming to you, I am coming to Sen- 
ator McCaskill, Senator Blunt because I want you to realize how 
devastating this Affordable Care Act is to our company. We pro- 
vided great healthcare. 

This is a local company in my town. 

Mr. Spiro. Yes. 

Mr. Long. They have 53,000 employees. To quote him, he said, 
we had great health insurance for our people. They loved it. It was 
affordable for us. 

Mr. Spiro. Yes. 
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Mr. Long. If we comply with Affordable Care Act, it is not afford- 
able. We cannot do it. The only thing we can rationalize is cut ev- 
erybody back to under 29 hours a week, which that is not feasible. 
So what would you suggest to someone like that? 

I am talking to you and not them. What do you suggest to some- 
body like that? What do I tell a CEO that comes to me, 53,000 em- 
ployees, started out with one store in Springfield, Missouri, now, 
obviously, they have stores around the country, has built this com- 
pany up and they are not able to keep the insurance they were 
promised, that they were promised, what do you tell somebody like 
that? 

Mr. Spiro. The first point I would make is that it was an option 
to grandfather their plan, so it was an option for them to keep 
their 

Mr. Long. Are they past that deadline now? 

Mr. Spiro. Now, the second thing is that a lot of 

Mr. Long. They don’t think they can keep their plan, sir. If they 
can, I need the information out so I can get to them quick. 

Mr. Spiro. They had the option to keep their plan. 

Mr. Long. They can keep what they had exactly. 

Mr. Spiro. When the Affordable Care Act was enacted, they had 
the option to keep their plan, and they would be grandfathered or 
exempt from these reforms. 

Now, a lot of employers were finding, are talking about cost in- 
creases and blaming the Affordable Care Act. Well, as we discussed 
earlier, there has been a trend for 10 years of premiums increasing. 

Mr. Murphy. Gentleman’s time has expired. 

Mr. Long. Is that clock not working or what? 

Mr. Murphy. Well, we gave you extra time on that. 

Mr. Long. Very well. Yield back. 

Mr. Spiro. Their policies not necessarily 

Mr. Murphy. Mr. Spiro, we are going into the next — I would ap- 
preciate it if you could try to keep your comments under time. 

Mr. Green recognized for 5 minutes. 

Mr. Green. Thank you. Thank you, Mr. Chairman, and I guess 
I have had a whole line of questions, but in an earlier life, I actu- 
ally managed a business and part of our employees were under a 
union bargaining agreement and part of the office personnel were 
not, but — and one of my jobs was to negotiate for a small firm for 
their insurance premiums. In the years that I did that, I never had 
my insurance company come in and say, we are not going to in- 
crease your premiums 10 percent, sometimes even 25 and 30 per- 
cent. 

So, for us to say that we cannot guaranty insurance premium in- 
creases, didn’t happen in the real world for the last 30 years be- 
cause I know they went up. I know they went up on my business. 
I know they went up on even large businesses. And so that is what 
boggles my mind because, frankly, we have this huge pool of people 
who are not paying into anything right now. And so my hospitals 
have to cover them by Federal law, and we are not going to change 
that. Why shouldn’t we have some type of mandate to go in there? 

And frankly, I am familiar with my colleague from Missouri’s 
company because I am a customer of that company, and it is a re- 
tail operation, and I think they would qualify. But in all honesty. 
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I want to compliment you, Mr. Spiro, my colleague from Missouri 
has never told me I look younger than I am. 

But let me talk about some of things, though, that were in the 
bill that, for example, the preexisting conditions. My colleague from 
Texas, Dr. Burgess talked about it, that it is mainly in the smaller 
groups, and it is right. Under ERISA, you have certain rules that 
once you are an employee — and mostly yours only covers very large 
employers, you got that coverage. But I can tell you in the smaller 
group, in State government policies, which were individual and 
smaller group, they weren’t coming under multi-State require- 
ments. They did not have that, and so they could actually write 
people out for preexisting, and I will give you my example. 

When I was negotiating with a company, for an insurance com- 
pany for our 13 employees, they came to me after 3 years and said, 
we can lower the increase in your premiums if you would exclude 
this person in there and later go to the individual market because 
she just happened to have a double mastectomy, and it was only 
my job to negotiate. I wasn’t the owner of the company. And I said, 
well, I appreciate that, but that lady had a double mastectomy, she 
works here and she is the wife of the owner. I will share that infor- 
mation with them because that is what happens in the real world 
and that is why the preexisting condition is so important in the Af- 
fordable Care Act. 

And by the way, that is not the only thing. A lot of my col- 
leagues — I know I didn’t like the Senate bill. I am a House Mem- 
ber. I know what the Senate did. They took our House number and 
amended it. In our House bill, we fixed the SGR. In our House bill, 
we did not have an iPad in there. In our House bill, we did not in- 
clude Senator Kennedy’s long-term care because we couldn’t afford 
it but we did include preexisting conditions. And yet, to a person 
on the Republican side, they all voted against those things even 
though they were in the House bill, and they were added in the 
Senate bill, and they didn’t vote for it either then. 

So, to sit here and say we didn’t fix SGR, we did, and I still can- 
not imagine why the United States Senate didn’t fix that because 
I don’t think we can find any one of the Senators over there to sup- 
port the SGR any more than we can found a House Member to do 
it. 

But Mr. Spiro, I appreciate your — and I know my colleague 
talked about the 90 percent of the Americans — insured Americans 
have employer covered insurance, and I regret the Supreme Court’s 
decision on Medicaid. I also served as a State legislator, and in 
Texas, State legislators are not full-time. You get $600 a month, 
whether you earn it or not. So all of us had other income, and that 
was part of my management of that printing company that I 
learned about insurance from a buyer’s point of view in small 
group insurance. But, and again, coming from Texas, we have a 
huge number of people who are uninsured. 

I have one of the largest districts in the country with people who 
work and yet their employer doesn’t provide insurance for them. 
So, the Affordable Care Act, one of the benefits was Medicaid — we 
have a lot of working poor because you have to be pretty destitute 
and poor to get Medicaid in Texas to begin with, but if you are a 
working poor, you still don’t get it now under the Affordable Care 
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Act. So, and I know that has been discussed, and a lot of legislators 
all over the country, and I wish we would change that because that 
was one of the goals is to make sure these folks, if you are making 
$15 an hour and have three or four children, there is no way you 
can afford insurance premiums and still be — and still pay for rent 
and everything else. 

Mr. Chairman, I know a lot of the questions have been asked 
that I already have, but I appreciate my colleagues, and I appre- 
ciate your patience today. 

Mr. Murphy. Thank you. Now we will recognize Mr. Olson for 
5 minutes. 

Mr. Olson. I thank the Chair, and welcome to our witnesses. 

I am the congressman for Texas 22, which is a suburban district 
right outside of Houston. I go home every week and try to go out 
to eat a meal with my family at a restaurant one day when I am 
home because there is no better place in Texas, none, to get the 
feel of Texans when you are at a restaurant. 

They are scared of Obamacare and what it is going to do to the 
healthcare of their family. Every time I go to eat at a restaurant, 
whether it is breakfast, lunch or dinner, they tell me stories about 
the broken promises that have been made by Obamacare. If they 
provide their own health insurance, it is going to go up somewhere 
between 5 and 43 percent. That is from a study this committee de- 
termined, 5 to 43 percent. That is a broken promise. If their em- 
ployer provides insurance, it is going up to 23 percent increase of 
their cost, or they lose it. That is a broken promise. 

These people have been hurt by this weak economy. They don’t 
have more money to spend on healthcare. They are tapped out. 
They are not just afraid of Obamacare. They are terrified of it. 

I represent the most diverse district in America, and they ex- 
press these same fears regardless of ethnicity, religion, gender, or 
age. It happens all the time back home. At Bob’s Taco Station in 
Rosenberg or barbecue lunch at The Swinging Door in Richmond, 
Texas, or a steak dinner at Killen’s in Pearland, Texas. These good 
scared Texans agree with Senator Baucus, Obamacare is a train 
wreck coming down the tracks. 

I want to focus on one of these broken promises, is that young 
American will purchase their healthcare. They won’t. They will get 
it when they need it, as they are driving to the hospital to get their 
healthcare. I am a former naval aviator. There is a thing in avia- 
tion called a death spiral and that is a situation where the aircraft, 
it starts out benignly enough, but then it starts spinning, spinning 
spinning and eventually you can’t regain control and you can’t eject 
out of the airplane, hence the term death spiral. My questions to 
you, Mr. Durham, if young Americans don’t purchase healthcare, 
they forego that, does that put Obamacare into a death spiral? 

Mr. Durham. It could if young Americans, young healthy individ- 
uals do not purchase coverage, that could increase cost for everyone 
who remains in the risk pool and that could have an adverse effect. 
That compounds over time, so depending on how many younger 
and healthier individuals opt out and pay the penalty, it could cer- 
tainly compromise the risk pool, which could lead to that type of 
situation down the road. 
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Mr. Olson. So another broken promise. And we have got some 
actuarials here. I mean, Ms. Ucello, Mr. Carlson, how about the 
death spiral? If young people do not get involved in this healthcare 
bill, like I think is going to happen, is that going to start a death 
spiral with Obamacare getting more and more people coming into 
the exchanges because their employers got rid of healthcare insur- 
ance, all these things are happening on January 1st. I mean, that 
sounds to me like a death spiral. 

Ms. Uccello. As I mentioned earlier, the viability of the market 
does rely on bringing in lower-cost people to offset the cost of the 
higher-cost people, and the guaranteed issue provision will provide 
more incentives to bring in the high-cost people. But the individual 
mandate and the premium subsidies will help to mitigate that ef- 
fect by providing incentives to bring in lower-cost people. So it de- 
pends on how effective those provisions are at mitigating the other 
upward pressures on premiums. 

Mr. Olson. Mr. Carlson, you care to elaborate, sir? 

Mr. Carlson. Well, I think I agree with what Ms. Ucello said, 
and you know, because of the premium tax credits there, there is 
kind of a floor, but it doesn’t minimize the importance of bringing 
young healthy individuals into the pool. 

Mr. Olson. OK. It is about time. 

I yield back the rest of my time, sir. Thank you all. 

Mr. Murphy. Gentleman yields back. 

I now recognize Ms. Schakowsky for 5 minutes. 

Ms. Schakowsky. Thank you, Mr. Chairman. 

Mr. Carlson, in reading your testimony, you said, for the individ- 
uals that are expected to be eligible to receive premium subsidies 
in the exchanges, the amount they actually pay may be less and 
sometimes substantially less. So, your analysis did not take into ac- 
count the out-of-pocket cost that people are going to pay, given the 
premium subsidies, right? 

Mr. Carlson. Correct. My report looked at what the insurance 
company would charge in premium rate. 

Ms. Schakowsky. And following up on the — oh, did Mr. Olson 
leave? He was talking about young people and getting them in the 
plans. 

Mr. Spiro, isn’t it true that when young people have been sur- 
veyed, the main reason that they don’t get health insurance, my 
understanding is, is the cost of health insurance, that they would, 
and isn’t it also true that young Americans tend to have lower in- 
comes and could be some of the biggest beneficiaries of the pre- 
mium subsidies. I wondered if you would reflect on younger people 
getting in the plan. 

Mr. Spiro. Right. So, as I said, 70 percent of young adults with 
non-employer coverage would be eligible for Medicaid or the ex- 
change subsidies, and in many cases, those subsidies would be very 
generous and lower the costs that they see. 

I do want to mention that there are three things that this com- 
mittee could do constructively to mitigate any premium increases. 
One is, don’t scare away young Americans by talking about rate 
shock all the time. Second is encourage Medicaid expansion, be- 
cause as I mentioned before, in States that don’t expand their Med- 
icaid programs, premiums will be slightly higher in exchanges as 
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a result. And third, fund consumer assistance and education. The 
exchanges are there to lower harriers to young Americans, to make 
it easier to shop for and compare plans. But one thing that you can 
really do, if you are concerned about rate shock, is to provide more 
funding for consumer outreach and assistance. 

Ms. ScHAKOWSKY. The other thing I was interested in. 

Mr. Olson was talking about how fearful people were because of 
the rate increases that they are experiencing, but only five States 
have said what the rates are going to be. 

Mr. Durham, does anybody know right now what kind of in- 
creases — I mean, we know that they have been going up every year 
as Mr. Green pointed out, but when they talk about, oh, my rates 
are going to go up this, my rates are going to go up that, do we 
really know that already? 

Mr. Durham. We don’t yet. We won’t know for sure until the 
rates are actually approved and individuals can start shopping on 
the exchange Web sites and the like come October 1st, so there is 
still a long way between now and then. A number of States are 
still 

Ms. ScHAKOWSKY. So blaming Obamacare for increases in rates 
at this point is not really accurate, is it? 

Mr. Durham. Well, I think what we are conveying through the 
studies that have been talked about this morning is a number of 
actuarial firms have indicated that there are provisions in the Af- 
fordable Care Act that put upward pressure on premiums. It is 
variable, depending on the age, health status, location and the cur- 
rent coverage the individual has, and so it is more shaping the en- 
vironment than the 

Ms. ScHAKOWSKY. Well, let me ask — anybody can answer this. 
But seems to me, for example, that competition is not really taken 
into account. In Maryland, Blue Cross, the largest carrier in Mary- 
land, and we do have it, proposed a 25 percent average increase for 
its 2014 individual market. Other plans saw smaller increases, in 
some cases, below annual trends in years prior to health reform. 
For example, Kaiser Permanente’s average rate increased only by 
4.3 percent. 

So, wouldn’t it make sense, Mr. Spiro, that in a marketplace, 
that if you could compare rates and go online and find that, that 
you would take a Kaiser Permanente over a Blue Cross/Blue Shield 
then? 

Mr. Spiro. Yes. I think the exchanges are working as intended, 
and there is intense competition among insurers because the pre- 
mium subsidies are linked to the second lowest cost plan, so they 
want to be close to that plan. 

In Maryland, as it turns out, the original proposal from 
CareFirst was for a 50 percent increase, and then they lowered it 
to 25 percent, and that is proposed. So, after the Maryland insur- 
ance commissioner reviews that rate, it is probably going to come 
down even more. And as you said, there are other plans available 
that will be cheaper and consumers can vote with their feet, with 
their pocketbooks and choose those plans. 

Ms. SCHAKOWSKY. Thank you. 

Thank you, Mr. Chairman. 

Mr. Murphy. Thank the gentlelady whose time has expired. 
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Now recognize the gentlelady from North Carolina, Ms. Ellmers 
for 5 minutes. 

Mrs. Ellmers. Thank you, Mr. Chairman. 

Thank you to our panel for being here today. Ms. Ucello, there 
has been discussion today about decreases in premium costs, and 
one of those discussions focuses around reinsurance. Can you very 
quickly give a description of what reinsurance is? 

Ms. Uccello. Sure. Reinsurance is that plans who have a high- 
cost person who spends, you know, has a catastrophic accident or 
something, that plan is going to be reimbursed for the spending on 
that person, and so by reimbursing that spending, their costs are, 
in effect, subsidized so they can lower their premium. 

Mrs. Ellmers. And who pays that subsidy or that reimburse- 
ment? 

Ms. Uccello. So, in this particular reinsurance program, it is for 
the individual market and it is funded by assessments on all plans. 

Mrs. Ellmers. So all plans will pay an increased cost. 

Ms. Uccello. It is a 

Mrs. Ellmers. To pay for the subsidy? 

Ms. Uccello. Yes, but it’s a — Chris, I don’t know if you know. 
It is like it is $5. 

Mr. Carlson. $5.25. 

Ms. Uccello. $5.25 per member. 

Mr. Carlson. And it includes self-insured plans have to pay it, 
too. 

Mrs. Ellmers. And I am sorry, $5.25. What — can you 

Mr. Carlson. Per individual per month. So every member that’s 
enrolled in the plan, whether it is insured or self-insured, they’re 
responsible for paying $5.25 per month for that individual. 

Mrs. Ellmers. $525? 

Mr. Carlson. No, $5.25. 

Mrs. Ellmers. $5.25. Kind of — OK. So it is kind of an insurance 
on the insurance. 

Ms. Uccello. Exactly. 

Mrs. Ellmers. And the individual pays that for that premium, 
the individual pays that. 

Ms. Uccello. It is incorporated into that 

Mrs. Ellmers. The cost. 

Ms. Ucello [continuing]. Premium for 

Mrs. Ellmers. OK. 

Mr. Carlson, the subsidies. As far as — I keep hearing about the, 
you know, the tax subsidies and subsidies. Who pays the subsidies 
and who benefits from that? What group? Is it income-based, I am 
assuming. 

Mr. Carlson. It is income based. You know, where those funds 
come from is the general Treasury basically. 

Mrs. Ellmers. So basically the hardworking taxpayers of Amer- 
ica are paying for that. 

Mr. Carlson. Yes. 

Mrs. Ellmers. But we don’t really know what that cost is. I 
mean, overall, do we know what that cost is, how we are going 

Mr. Carlson. No, I think CBO has made assumptions. I don’t 
know them offhand. 
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Mrs. Ellmers. And who would benefit? I mean, is there — when 
I say income-based, I mean, which individuals will be able to ben- 
efit from these subsidies? 

Mr. Carlson. Well, it is everybody up to 400 percent of the fed- 
eral poverty line, which I believe was $40,000-some for an indi- 
vidual and $80,000, $88,000, I think, for a family of four. 

Mrs. Ellmers. OK. Mr. Durham, part of the discussion today is 
based on the numbers as they are today and implementation, and 
you identified that your organization that you are with is headed 
with this being fully implemented; is that correct? 

Mr. Durham. That is correct. 

Mrs. Ellmers. OK. Now, has that been — the thought that there 
are employers who currently cover their employees with healthcare 
plans, is that being taken into consideration, because many have 
said that they will not be able to afford this and will have to drop 
the coverage that they now have on their employees. Has that been 
taken into consideration? 

Mr. Durham. In terms of the implementation work that our 
plans are doing, it is focused on applying to be a qualified health 
plan through the federally facilitated exchange. So that window 
just closed and CMS is now reviewing those plans. We are also ap- 
plying — 

Mrs. Ellmers. But the point is, is that you really haven’t pro- 
jected, yes or no, you have not projected how many plans — how 
many healthcare plans will be dropped and forced onto exchanges 
or 

Mr. Durham. CBO has projected that. I believe their projections 
are 6 million in 2016, and that goes up to 7 million in later years. 

Mrs. Ellmers. OK. Mr. Spiro, I have one question for you. You 
had cited CBO saying that there will be a decrease of 25 million 
with implementation of Obamacare, that 25 million people who are 
now uninsured will be insured. Well, I also have a CBO number, 
and I am wondering if you can explain this to me. May 13th, the 
CBO came out and said that by 2023, with implementation of 
Obamacare, there will still be 30 million people left uninsured. Can 
you describe or explain that discrepancy in about 10 seconds? 

Mr. Spiro. Well, for some people, the cost of insurance will still 
be too high. For some people, some people are undocumented immi- 
grants. 

Mrs. Ellmers. So this is in accordance with undocumented im- 
migrants; is that how you describe it? 

Mr. Spiro. Undocumented immigrants make up a big chunk of 
the remaining uninsured, yes. 

Mrs. Ellmers. All right. Thank you, sir. I see my time has ex- 
pired. 

Mr. Murphy. Thank you. 

I recognize the gentlelady from Florida, Ms. Castor 5 minutes. 

Ms. Castor. Thanks, Mr. Chairman, and thank you for calling 
this hearing because it is — I appreciate the panel because it is im- 
portant for all of us to try to cut through some of the political rhet- 
oric right now. I know that is difficult here in the Congress, but 
you know, when you — when you cut through some of that, that 
rhetoric, there are some very important reforms and opportunities 
for small businesses across America and individuals, and you just 
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have to look at my State of Florida, where about 20 percent — it is 
actually a little more than that — of individuals in the State of Flor- 
ida do not have access to health insurance. Over time, it has just 
been — it has been warped because we kind of kept sick people out, 
took care of people who were healthy. The large group plans are 
functioning fairly well, except for these big premium increases over 
time, but part of the problem is this huge chunk of the uninsured. 

So, what the Affordable Care Act does is it gives these folks some 
important insurance market reforms. It gives them an opportunity 
to take personal responsibility and come into the market. In Flor- 
ida, you know, many people in the tourism industry, in retail, the 
mom and pop restaurant down the street that just didn’t have the 
wherewithal to go out into the individual or small business market 
and afford insurance. So the Affordable Care Act improves the in- 
surance market in two important ways for these folks. 

One, it requires that insurers offer high quality coverage to all 
without discriminating against people who have preexisting condi- 
tions, like cancer, diabetes or asthma. And another way of saying 
that is that people cannot be denied any longer just because they 
were sick or had a preexisting condition. 

Second, the Affordable Care Act provides some very important 
tools to make it affordable for small businesses and individuals. 
Specifically, for small businesses, one of the great secrets that this 
committee could really to help to spread word on is the fact that 
we have very substantial tax credits available for our small busi- 
ness owners now. Over 360,000 small businesses across America 
have already taken advantage of them, and there are millions and 
millions more small businesses that will be available — that can 
take advantage of the tax credits. 

We also help small businesses by creating this new online mar- 
ketplace, because what we — what we do, we empower those small 
businesses now, give them the same negotiating power that the 
larger employers had in the marketplace by pooling everyone to- 
gether. So, for small business owners, this is going to be a very 
positive sea change where they will be able to have that kind of 
health security and economic security for the owners and their em- 
ployees. 

Now, for individuals, the Affordable Care Act provides very sub- 
stantial tax credits to families, up to about 400 percent of the pov- 
erty level, and people just don’t know, that is a good middle class 
family all the way up to maybe $80,000, $90,000, folks can get 
some type of tax credit. The medium income in my hardworking 
district in the Tampa Bay area is about $35,000 per year. A great 
majority of these folks are going to be able to tap these very robust 
tax credits. 

What I would suggest for people that want to cut through the po- 
litical rhetoric is they go to the independent Web site of the Kaiser 
Family Foundation. They set up a calculator to estimate the value 
of these tax credits for families. It shows that a family of four mak- 
ing the medium national household income of $50,000 will receive 
tax credits worth up to $6,500. 

Mr. Spiro, I wondered, talk to us about how these tax credits will 
help families afford health insurance coverage. What has been hap- 
pening in the market prior to this time as these reforms roll in? 
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Mr. Spiro. I think one important thing to note about the tax 
credits is they are advanceable. You can get them right away. You 
don’t have to wait till you file your taxes at the end of the tax year. 
So it really is an immediate reduction in the costs you would pay 
out of pocket. You can see it online when you go to the exchanges, 
what costs you would have to pay. The exchange will automatically 
determine how much you are eligible for. 

And so, for young Americans, this is going to be very important 
because they disproportionately have lower incomes, and they are 
the key population, as Cori and others, really the whole panel, I 
think, agrees, they are the key population that we want to enroll 
because they are young and healthy and they will keep average 
premiums low for the whole exchange population. 

Ms. Castor of Florida. Thank you. 

Mr. Murphy. Gentlelady’s time has expired. 

Now recognize the gentleman from Ohio, Mr. Johnson, for 5 min- 
utes. 

Mr. Johnson. Thank you, Mr. Chairman. 

I appreciate the witnesses being here today, by the way. Thank 
you for taking the time. 

For Ms. Ucello and Mr. Carlson, could you identify, please, the 
aspects of the law that may lead to premium decreases? 

Ms. Uccello. Did you say decreases? 

Mr. Johnson. Yes. 

Ms. Uccello. So the factors that will put downward pressure on 
premiums, again, include the individual mandate and the premium 
subsidies, which will help bring in the young and healthy into the 
insurance market and put, like I said, downward pressure on pre- 
miums. In addition, the premium subsidies themselves will directly 
lower net premiums. 

There is also the reinsurance program, which by, again, reim- 
bursing plans for their high-cost enrollees will act as a subsidy to 
the plan, so that will lower premiums. 

There is also the availability of the catastrophic plans for the 
adults up to age 30 and to those exempt from the mandate, those 
plans are going to be able to have adjustments to their premiums 
to reflect the lower expected costs of that population. So those are 
some of the things that will help put downward pressure on pre- 
miums. 

Mr. Johnson. Any addition to that, Mr. Carlson? 

Mr. Carlson. Well, there were two things I would mention. One, 
certainly, I would agree that the open competition on the ex- 
changes will, you know, force plans to be careful about their pricing 
and make sure they have competitive rates. However, on the other 
hand, you know, they still have a financial responsibility to make 
sure that they have a premium that is sufficient to cover the claim. 
So, I think that competition will help there, but on the other hand, 
you still have to fund the benefits. 

And I think the other item that has been discussed is the ques- 
tion of uncompensated care, and the more young individuals and 
the more enrollment you can get into the program and minimize 
the uninsured population as much as you can, that will allow plans 
to get rid of that cost shifting from the uninsured to the commer- 
cial market. 
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The problem is that that will take time for those things to work 
out and in the system, so that is kind of a longer term goal. 

Mr. Johnson. Well, these things that decrease a premium, and 
obviously you’ve identified some things that would or could, do 
these items that lower premiums outweigh the items that will in- 
crease premiums under the law? 

Mr. Carlson. Certainly not in the short term. I mean, 
they’re 

Ms. Uccello. And I think it also depends on for whom you’re 
talking. In certain States, it’s possible that there could be premium 
decreases if they already have market rules that are similar to 
those that will go into effect in 2014. 

Mr. Johnson. OK. Mr. Durham, as you are aware, the IRS will 
be responsible for implementing a great deal of the health care law, 
mainly enforcement. Have you or your association had any discus- 
sions with the IRS about what that role will be, and what the in- 
dustry can expect from the IRS? 

Mr. Durham. I have not personally had discussions with the IRS, 
but other members of my team have had discussions with the IRS. 
They play a very significant role in implementation, clearly, with 
regard to the advanced premium tax credits and the system build 
to ensure that the right information is available to help plans for 
enrollment. 

Mr. Johnson. OK. You know, as costs continue to rise, the 
health care law defenders now say that even though they promised 
lower costs, that it really doesn’t matter if premiums go up, be- 
cause as Ms. Uccello just pointed out, the subsidies will help. Well, 
these subsidies phase out after 400 percent of Federal poverty 
level, which is about $44,000 for an individual, $94,000 for a family 
of four. 

Have you conducted any analysis that has analyzed the impact 
of the subsidies nationwide, how many individuals will receive 
them and at what level? 

Mr. Durham. We have not, but I could look into that for you. 

Mr. Johnson. OK. My time is almost ready to expire, and I just 
wanted to end with this comment, Mr. Chairman. You know, the 
President promised a lot of things in the Affordable Care Act, two 
very striking things. He said costs will go down, and he said if you 
want to keep your current health coverage, that you can do so. 

I have heard it repeated by my colleagues on the other side sev- 
eral times today that in order to get your premium to go down, 
you’re going to have to take less benefits. That doesn’t sound like 
the promise that the President made to the American people, in my 
view. And with that, I yield back. 

Mr. Murphy. The gentleman yields back. 

I ask unanimous consent for the majority report of March 14th 
be included in the record. And so ruled. 

[The information appears at the conclusion of the hearing.] 

Mr. Murphy. Ms. DeGette, you have 

Ms. DeGette. Yes. 

I ask unanimous consent for the May 13th Democratic memo, the 
May 20th Democratic memo, a letter to this committee dated May 
20th from Families USA, and a letter dated May 20th to this com- 
mittee from AARP. And you have all of those, Mr. Chairman. 
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Mr. Murphy. Yes. Without objection, they’ll also be included in 
the record. 

[The information appears at the conclusion of the hearing.]] 

Mr. Murphy. In conclusion, I’d like to thank our witnesses. 
Thank you very much. You’ve given us a lot to think about today 
and we deeply appreciate your candor and your data. Other ques- 
tions will be following up. 

And I remind members they have 10 business days to submit 
further questions for the record. And I ask all the witnesses please 
respond promptly to the questions, because we do appreciate your 
information on that. 

With that, this subcommittee is adjourned. 

[Whereupon, at 6:01 p.m., the subcommittee was adjourned.] 

[Material submitted for inclusion in the record follows:] 
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CotigreSi of tfie Untteii States 

ftoiifle of MeprtB'EntatiijrB 

COMMITTEE C\ £;TERGY AND COMMERCE 

Vo DC 2051 5-^11 5 


May 13, 2013 
MEMORANDUM 

To: Committee on Energ>' and Commerce Democratic Members and Staff 

Fr: Committee on Energy and Commerce Democratic Staff 

Re: Investigation on the Impact on Cost of Coverage of the Affordable Care Act 

Today, the Repiibiican staff of the Committee on Energy and Commerce issued a report 
on the impact of the Affordable Care Act on the cost of coverage in the individual health 
insurance market. The Republican staff report is deeply flawed. The major methodological error 
is that the report ignores the provisions of the Affordable Care Act that will reduce costs in the 
individual market, such as tax credits for individuals and small businesses. The result is a one- 
sided report full of misleading conclusions that conflict with the findings of independent experts. 

Committee Republicans requested information from 1 7 health insurers on the impact of 
certain provisions of the Affordable Care Act that could raise premiums in the individual market, 
such as the requirement of guaranteed issue, community and age rating, the inclusion of essential 
health benefits, and new taxes on health insurers.’ The Republicans did not request infonnation 
regarding the provisions of the Affordable Care Act that would reduce costs in this market, such 
as the individual tax credits provided in the Affordable Care Act Exchanges and the tax credits 
for small businesses. The Republicans also did not request information on key cost containment 
measures, such as the availability of lower-cost catastrophic coverage for young adults. 

Because of these data limitations, the Republican report is inherently biased. The 
majority of Americans receive their coverage as part of a large-employer plan or through 

’ See e.g., Letter from Chairman Fred Upton et al., to Mark T. Benollni, President and 
Chief Executive Officer, Aetna (Mar. 14, 2013). Recipients include Aetna, Blue Cross Blue 
Shield of Florida, Blue Cross Blue Shield of Michigan, Blue Cross Blue Shield of New Jersey, 
Blue Shield of California, Cigna Health, Coventry Corp., HCSC, Health Net of California, 
Highmark, Humana, Independence Blue Cross, Kaiser Pennanente, Regence, Unkedhealth, 
University of Pittsburgh Medical Center, and Wellpoint. 
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government health insurance programs like Medicare or Medicaid, and they are not affected by 
changes in the individual market. But some individuals do receive coverage in the individual 
market. To assess the impact of the Affordable Care Act on the out-of-pocket costs of these 
individuals, both the provisions that raise rates and well as those that reduce costs need to be 
taken into account. The Republican report fails this basic test of objectivity. 

The Failure to Consider the Impact of Tax Credits and Other Cost Reduction Measures 

A review of the documents produced to the Committee show that many insurance 
companies did not produce analyses that incorporated data on Affordable Care Act programs that 
were designed to drive down premium costs. This is not surprising as the Republican request to 
insurers did not seek information on tax credits and other cost containment tools. As a result, 
many analyses provided to the Committee and released in the Republican report failed to include 
these factors in the cost of coverage. 

It is impossible to detemine the impact of the Affordable Care Act in the individual 
insurance market absent information on the effect of these credits and other cost control 
measures. According to the Congressional Budget Office, 86% of individuals who receive 
coverage through the new Affordable Care Act Exchanges will receive tax credits, with the 
average credit reducing costs by over $5,000 per year.^ A study of the impact of these tax credits 
in California estimated that they will reduce premiums by an average of 89% for individuals with 
an income below 250% of the federal poverty level.^ Similarly, tax credits available for small 
businesses will reduce the cost of coverage by as much as 50%.'* 

Some insurers who provided information to the Committee did acknowledge the 
significant impact of these tax credits. One described the “huge impact” of the subsidies, noting 
that they are “expected to result in a significant growth in coverage through Individual 


^ Congressional Budget Office, CBO’s February 2013 Estimate of the Effects of the 
Affordable Care Act on Health Insurance Coverage (Feb. 20 1 3) (online at 
http://cbo.gOv/sites/default/files/cbofiles/attachments/43900_ACAInsuranceCoverageEffiects.pdf 
)• 

^ Milliman, Factors Affecting Individual Premium Rates in 2014 for California (Mar. 28, 
2013) (online at 

http://www.healthexchange.ca.gov/Documents/Factors%20Affecting%20Individual%20Premiu 
ms%20FINAL%203-28-20 1 3 .pdf). 

U.S. Internal Revenue Service, Small Business Health Care Tax Credit for Small 
Employers (2013) (online at http://www.irs.gov/uac/Small-Business-Health-Care-Tax-Credit-for- 
Small-Employers). 
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Exchange.”’ Another identified “Advanced Premium Tax Credits (i.e. Premium Subsidies)” and 
“Reinsurance Payments” as “Lower cost drivers.”® 

Similarly, many analyses provided to the Committee for the small group market did not 
take into account tax credits. For instance, one insurer wrote to the Committee that the “small 
group premium analysis . . . does not reflect the effect of any tax credits that may be available for 
select small employers purchasing through the Small Business Health Options (“SHOP”) market 
place to help cover the cost of coverage.”’ 

In addition to the tax credits, the Affordable Care Act established other programs to 
mitigate any potential premium increases. An Affordable Care Act reinsurance fund will provide 
funding to insurers to cover costs resulting from the high claims totals of the people they cover.® 
Affordable Care Act risk adjustment provisions protect insurance companies whose plans 
contain a large number of high-cost enrollees. And Affordable Care Act risk corridors limit 
insurer losses and gains, reducing incentives for insurers to overestimate beneficiary costs either 
to protect against losses or to increase profits.’ While some of the insurance companies took 
these cost-containment provisions into account, others did not. One insurer that did take these 
provisions into account provided documents revealing that these three cost containment tools 
could reduce premiums by 26% in the individual market in one state and by 15% to 19% in other 
states.'® Another insurer noted that the reinsurance program alone could decrease projected 
premium increase by 10% to 13%." A third noted that “Reinsurance is consistently and 
significantly favorable” in terms of reducing premiums.” 

Two other key factors not highlighted in the Republican report that must be taken into 
account when analyzing premiums in the post-reform individual market are transparency and 
competition. The Congressional Budget Office has estimated that competition and transparency 
in the new health insurance marketplaces will drive down costs by between 7% and 10%.” In 


’[Redacted], The Commercial Market: Public Exchange and other ACA provisions 
impacting the Small Group and Individual Markets (Oct. 26, 2012). 

® [Redacted], ACA Drivers and Changes in Individual Insurance - Costs for [Redacted] 
in Our Context (undated). 

’ Letter from Counsel to Chairman Fred Upton, House Committee on Energy and 
Commerce (Apr. 1, 2013). 

* [Redacted], Pricing Evolution in the context of Health Care Reform (Dec. 2012). 

Id 

'® [Redacted], 2014 pricing methodology and results: [Redacted] Pre-Read (f/lta. 19, 

2013). 

' ' [Redacted], 2014 HCR Impact Items (undated). 

” [Redacted], [Redacted] Exchange Pricing for 2014 (undated). 

” Letter from Congressional Budget Office Director Douglas Elmendorf to Senator Evan 
Bayh (Nov. 30, 2009) (online at 

http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/107xx/docl0781/ll-30-premiums.pdf). 
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some states, insurers have indicated that they will significantly lower their proposed rates after 
seeing the rates proposed by their competitors.''* In every marketplace, consumers will be able 
to compare plans with comparable benefits side-by-side and will have the opportunity to select 
the plan that is right for them. 

The Republican report places great emphasis on the rate increases that will be 
experienced by young, healthy males. But even in this area, the Republican report is one-sided. 
The report ignores that under the Affordable Care Act, individuals under 30 can purchase low- 
cost catastrophic coverage. These plans will have higher deductibles and greater cost-sharing 
than other plans, which will result in lower premiums.'^ 

Failure to Account for Improved Benefits 

To the extent premiums are increasing, one key factor accounting for this increase is the 
fact that the health insurance coverage received by millions of people under the Affordable Care 
Act will be significantly better than the coverage they have now. For example, under the 
Affordable Care Act, individuals are guaranteed that their plan will pay for between 60% and 
90% of the cost of their health care; that their plan will cover a set of essential health benefits 
such as prescription drugs, maternity care, and mental health care; and that their overall out of 
pocket costs will be capped. Consumers are eligible for preventive care benefits without copays, 
co-insurance, or a deductible, and their insurance cannot impose lifetime or annual coverage 
limits. These benefits will limit out-of-pocket costs and give consumers the security of knowing 
that their coverage is there for them when they need it. 

These increased benefits mean savings for individuals when they need coverage. A fair 
analysis of the impact of the law on health care affordability would factor these savings into 
account. The Republican report does not do so. 

Premium Rate Decreases in the Individual and Small Group Markets 

The documents provided to the Committee reveal that while some consumers in the 
individual market may see premium rate increases, others will see premium decreases. As one 
insurer explained in correspondence with the Committee; “the impact of the PPACA is not 
uniform across all Americans, and ... the impact is likely to vary based on the unique attributes 
of each state’s health care system and market, as well as various demographic factors, such as 
age.”'« 


'“* Two Oregon insurers rethink 2014 premiums as state posts first-ever rate comparison, 
The Oregonian (May 9, 2013) (online at 

(www.oregonlive.com/health/index.ssf/2013/05/two_oregon_insurers_reconsider.html). 

Department of Health and Human Services, Patient Protection and Affordable Care 
Act; Health Insurance Market Rules; Rate Review, 78 Fed. Reg. 39 (Feb. 27, 2013). 

Letter from Counsel to Chairman Fred Upton, House Committee on Energy and 
Commerce (Apr. 1, 2013). 
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For example, one insurance company document on “HCR Impact” revealed “winners” 
under the Affordable Care Act: individuals who are “older and/or unhealthy with richer 
benefits” under their current policies could see a 43% decrease in their premium costs due to the 
requirements of the law.'^ Another insurer’s internal analysis confirms that “[o]lder, sicker 
populations will have access to coverage and experience some rate relie[f].”*® 

The documents reveal that women in particular are likely to experience reductions in 
insurance premiums on the individual market. One insurer’s internal analysis indicated that as a 
result of the Affordable Care Act’s reforms to gender and age rating, young women in one state 
would see their premiums decrease by as much as 74%.'® 

The documents provided to the Committee show that many small businesses will also 
experience rate decreases. One insurance company anticipated premiums to decrease for over 
35% of their membership in the small group market in one state and 45% of their small group 
membership in a different state.-® Another insurer anticipated premium decreases of as much as 
50% for some of their customers.'^' 

When analyzing potential premium increases, it is important to note that in the pre-reform 
individual market, premiums were held down for some policy holders because millions of 
Americans were either excluded from coverage all together or given an offer of coverage with 
such unaffordable premiums and cost sharing that they were priced out of the market. When 
these previously uninsured individuals are allowed into the market, their premiums will be 
dramatically lower than they would have been if insurers offered them coverage prior to 
reform.^^ 


Most Americans Have Employer Sponsored Coverage or Public Coverage 

The majority of Americans receive coverage through their employer or through public 
programs like Medicare and Medicaid.-^ As the Republican report notes, “most of the insurers 


' ^ [Redacted], HCR Impacts - Front End (Jan. 3 1 , 20 1 3). 

'* [Redacted], The Commercial Market: Public Exchange and other ACA provisions 
impacting the Small Group and Individual Markets (Oct. 26, 2012). 

[Redacted], Attachment A - Revised April 5, 2013 (Apr. 5, 2013). 

^°Id. 

[Redacted], Health Care Reform and Exchanges Transform Employer Markets (Mar. 

2013). 

-- The Henry J. Kaiser Family Foundation, Why Premiums Wilt Change for People Who 
Now Have Nongroup Insurance (Feb. 6, 2013) (online at 

http://policyinsights.kff.org/en/2013/february/why-premiums-will-change-for-people-who-now- 

have-nongroup-insurance.aspx). 

The Henry J. Kaiser Family Foundation, Health Coverage and Uninsured (online at 
http://kff.org/state-category/health-coverage-uninsured/). 
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contacted by the committee had not conducted an analysis on the PPACA’s effects on the large 
group market.” No serious analysis has found that large employers will see significantly higher 
health insurance costs because of the Affordable Care Act. Similarly, public programs are not 
expected to increase costs to beneficiaries as a result of the Act. Unfortunately, the Republican 
report glosses over this important limitation on its purported findings. 
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FRED UPTON, MICHIGAN HENRY A. WAXMAN, CALIFORNIA 

CHAIRMAN RANKING MEMBER 

ONE HUNDRED THIRTEENTH CONGRESS 

CongresfiS of t^c fHntteb States 

^ottfiie of Sletiresfentattbed 

COMMITTEE ON ENERGY AND COMMERCE 
2125 Rayburn House Office Building 
Washington. DC 2051 6-61 1 5 

M^rity (»>2) 225-2927 
Mnority (%2) 225-3641 

MEMORANDUM 
May 18, 2013 

To: Subcommittee on Oversight and Investigations Democratic Members and Staff 

Fr: Committee on Energy and Commerce Democratic StaD' 

Re: Hearing on “Health Insurance Premiums Under the Patient Protection and 

Affordable Care Act.” 

On Monday. May 20, 2013. at 4:00 p.m. in room 2123 oftheRavbum House Office 
Building, the Subcommittee on Oversight and Investigation will hold a hearing titled, “Health 
Insurance Premiums Under the Patient Protection and Affordable Care Act.” 

I. THE HEALTH INSURANCE MARKET PRIOR TO THE AFFORDABLE CARE 
ACT 

Prior to the passage of the Affordable Care Act (ACA), the health insurance market 
suffered from adverse selection, high administrative costs, and rising premiums. In the decade 
prior to enactment of the ACA, the percentage of workers receiving health care coverage from 
their employers declined,^ premiums increased by 125%, and out-of-pocket health care spending 
increased by 74%.^ The number of uninsured was rising rapidly, and many individuals and 
families with coverage had insurance policies that provided low value and little security if they 
had a serious accident or illness.^ 


' Kaiser Family Foundation, Employer Health Benefits Survey 2010 Annual Survey 
(online at ehbs.kff.org/pdfr2010/8085.pdf); and Kaiser Family Foundation, Employer Health 
Benefits Survey 2011 Annual (online at ehbs.kff.org/pdf/2012/8345.pd:^. 

^ Health Affairs, A Decade Of Health Care Cost Growth Has Wiped Out Real Income 
Gains For An Average US Family (Sept. 2011) (online at 
content.healthaffairs.Org/content/30/9/1630.abstract). 

^ Department of Health and Hum^ Services, Health Insurance Premiums: Past High 
Costs Will Become the Present and Future Without Health Reform (Jan. 28, 2011) (online at 
www.healthcare.gOv/news/reports/premiums012820lIa.pdf) and J.R. Gabel et al. Trends in 
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In many states, insurers were permitted to charge individuals dramatically different premiums 
based on their age, gender, medical history, and other factors. Insurers routinely refused to cover 
individuals with pre-existing medical conditions and devoted significant resources to the process 
of medical underwriting - conducting detailed examinations of an applicant’s medical history to 
determine the price at which they could profitably offer coverage to that individual, if at all. In 
the three years before the passage of health reform the four largest for-profit health insurance 
companies denied over 600,000 individuals coverage due to pre-existing conditions, with 
coverage denials increasing significantly each year."* As many as 129 million Americans with 
pre-existing conditions may have been denied coverage prior to reform.* 

11. AFFORDABLE CARE ACT PROTECTIONS 

The ACA established new insurance market consumer protections pertaining to the 
individual and small group health insurance markets. These provisions only allow premiums to 
vary based on age, tobacco use, family size, and geography. Beginning in January 2014, 
insurance companies will no longer be allowed to raise premiums based on any other factors — 
including pre-existing conditions, gender, and health status. The provisions require a minimum 
level of coverage and prohibit insurance company abuses like rescissions of benefits when 
someone gets sick.* 

In addition to these consumer protections, the ACA creates transparent and competitive 
marketplaces for high quality insurance to be offered called Exchanges. An Exchange is a 
mechanism for organizing the health insurance marketplace to help consumers and small 
businesses shop for coverage in a way that permits easy comparison of available plan options 
based on price, benefits and services, and quality. By pooling people together, reducing 
transaction costs, and increasing transparency. Exchanges create more efficient and competitive 
markets for individuals and small employers. Beginning in 2014, individuals who do not have 
access to employer-based coverage, Medicare, or Medicaid can purchase health insurance on 


Underinsurance and the Affordability of Employer Coverage, 2004-2007, Health Affairs (June 2, 
2009) (online at content.hea!thaffairs.org/content/28/4/w595. full.html). 

Memorandum from Chairmen Henry A. Waxman and Bart Stupak to Members of the 
Committee on Energy and Commerce, Coverage Denials for Pre-Existing Conditions in the 
Individual Health Insurance Market, 111*'' Cong. (Oct. 12, 2010) (online at 
democrats.energycommerce.house.gov/Press_1 1 1/20101012/Memo.Pre- 
existing.Condition.Denials.Individual.Market.2010.10. 12.pdf). 

* U.S. Department of Health and Human Services, Office of the Assistant Secretary for 
Planning and Evaluation, At Risk: Pre-Existing Conditions Could Affect I in 2 Americans: 
129 Million People Could Be Denied Affordable Coverage Without Health Reform (Nov. 

201 1) (online at aspe.hhs.gov/health/reports/2012/pre-existing/index.shtml). 

* Department of Health and Human Services, Patient Protection and Affordable Care 
Act: Health Insurance Market Rules; Rate Review, 77 Fed. Reg. 227 (Nov. 26, 2012) (proposed 
rule). 
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either a state-based or, for those who live in states that are not creating their own, a federal 
Exchange. 

The ACA contains an extensive set of tax credits to help small businesses and individuals and 
families with incomes up to 400% of the poverty level pay for coverage. According to the 
Congressional Budget Office, 86% of individuals who receive coverage through the new 
Exchanges will receive tax credits, with the average credit reducing costs by over $5,000 per 
year.’ A study of the impact of these tax credits in California estimated that they will reduce 
premiums by an average of 89% for individuals with an income below 250% of the federal 
poverty level.* Similarly, tax credits available for small businesses will reduce their cost of 
coverage by as much as 50%.^ 

III. IMPACTS OF HEALTH REFORM ON PREMIUMS 

A. Recent Premium Trends 

The impact of the ACA on premiums and overall health care costs has been a 
controversial subject. Although the law has not gone into effect fully, early results appear to 
indicate that it has been successful at mitigating increases in premiums and increases in overall 
health insurance costs. The ACA requires insurers to document, submit for review, and publicly 
justify rate increases of 10% or more. Since this provision of the law went into effect, average 
health insurance premium increases have declined by more than 30%.'® The Congressional 
Budget Office (CBO) has also reported what one analyst called “a sharp and surprisingly 
persistent slowdown in health care costs” " since passage of the ACA, resulting in a significant 


’ Congressional Budget Office, CBO ’s February 2013 Estimate of the Effects of the 
Affordable Care Act on Health Insurance Coverage (Feb. 2013) (online at 
obo.gOv/sites/default/files/cbofiles/attachments/43900_ACAInsuranceCoverageEffects.pdf). 

* Milliman, Factors Affecting Individual Premium Rates in 2014 for California (Mar. 28, 
2013) (online at 

www.healthexchange.ca.gov/Documents/Factors%20Affecting%201ndividual%20Premiums%20 
FrNAL%203-28-20 1 3 .pdf). 

® U.S. Internal Revenue Service, Small Business Health Care Tax Credit for Small 
Employers (2013) (online at www.irs.gov/uac/Small-Business-Health-Care-Tax-Credit-for- 
Small-Employers). 

U.S. Department of Health and Human Services, Office of the Assistant Secretary for 
Planning and Evaluation, Health Insurance Premium Increases in the Individual Market Since 
the Passage of the Affordable Care Act (Feb. 22, 20 1 3) (online at 
aspe.hhs.gov/health/reports/20 1 3/rateIncreaseIndvMkt/rb.pdf). 

" Slower Growth of Health Costs Eases Budget Deficit, New York Times (Feb. 11, 2013) 
(online at www.nyt imes.com/2013/02/12/us/politics/sharp-sIowdown-in-us-health-care- 
costs.html?_r=0). 
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drop in deficit projections in CBO’s most recent budget update.'^ Similarly, the Health and 
Human Services Actuary reported earlier this year that health expenditures were growing at their 
lowest rates in over 50 years. 

When the ACA’s fiill set of consumer protections and market reforms go into effect in 
2014, the majority of the health insurance marketplace is expected to see limited change in 
premiums.''' Plans in the large group insurance market already follow many of the same rules 
that will be required of the individual and small group markets in 2014, and premiums in that 
market are expected to be stable. Seniors on Medicare and low income individuals participating 
in Medicaid will face no changes in premiums. However, questions have been raised regarding 
what will happen to premiums in the individual and small group market in 2014. 

B. Republican Staff Report on 2014 Premiums and Pemocratic Response 

On March 13, 2013, Republican Committee staff issued a report on the impact of the 
ACA on the cost of coverage in the individual health insurance market. The report, which was 
based on information provided to the Committee by 17 health insurers, found that “PPACA will 
increase premiums significantly for most Americans,” concluding that the results “definitively 
contradict the promises that the law will lower costs.”'* Republican staff reported that 
“consumers purchasing health insurance on the individual market may face premium increases of 
nearly 100% on average, with potential highs eclipsing 400%.”'^ 

The Democratic staff produced a memo responding to this report. It found that “[t]he 
Republican staff report is deeply flawed. The major methodological error is that the report 
ignores the provisions of the Affordable Care Act that will reduce costs in the individual market, 
such as lax credits for individuals and small businesses. The result is a one-sided report full of 
misleading conclusions that conflict with the findings of independent experts.” 


Congressional Budget Office, Updated Budget Projections: Fiscal Years 2013 to 2023 
(May 2013) (online at www.cbo.gov/sites/default/files/cbofiles/attachments/44172- 
Baseline2.pdf). 

U.S. Department of Health and Human Services, Centers for Medicare and Medicaid 
Services , National Health Expenditures, Historical Data (Jan. 2013) (online at 
www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and- 
Reports/NationalHealthExpendData/NationalHealthAccountsHistorical.html). 

L.J. Blumberg et al. Implications of the Affordable Care Act for American Businesses, 
Urban Institute (Oct. 2012) (online at www.urban.org/UploadedPDF/412675-Implications-of- 
the-Affbrdable-Care-Act-for-American-Business.pdf). 

' ’ Committee on Energy and Commerce, Majority Staff, The Looming Premium Rate 
Shock (Uw. 13, 2013). 

'^Id 

"Id. 
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Key flaws in the Republican report that were identified in the Democratic response 
include: 

• The failure to acknowledge that the majority of Americans receive their coverage as part 
of a large-employer plan or through government health insurance programs like Medicare 
or Medicaid, and they are not affected by changes in the individual health insurance 
market. 

• The failure to account for the impact of tax credits and other cost reduction measures, 
described by one insurer as having a “huge impact” in reducing premium costs. 
According to the Congressional Budget Office, 86% of individuals who receive coverage 
through the new ACA Exchanges will receive tax credits, with the average credit 
reducing costs by over $5,000 per year.'* Tax credits available for small businesses will 
reduce the cost of coverage by as much as 50%."’ 

• The failure to account for the impact of improved benefits. Under the ACA, individuals 
are guaranteed that their plan will pay for between 60% and 90% of the cost of their 
health care; that their plan will cover a set of essential health benefits such as prescription 
drugs, maternity care, and mental health care; and that their overall out-of-pocket costs 
will be capped. Consumers are eligible for preventive care benefits without copays, co- 
insurance, or a deductible, and their insurance cannot impose lifetime or annual coverage 
limits. These benefits will limit out-of-pocket costs and give consumers the security of 
knowing that their coverage is there for them when they need it. These increased benefits 
mean savings for individuals when they need coverage. 

• The failure to account for the impact of transparency and competition. The 
Congressional Budget Office has estimated that competition and transparency in the new 
health insurance marketplaces will drive down costs by between 7% and 10%.^° In some 
states, insurers have indicated that they will significantly lower their proposed rates after 
seeing the rates proposed by their competitors.^' 


'* Congressional Budget Office, CBO’s February 2015 Estimate of the Effects of the 
Affordable Care Act on Health Insurance Coverage (Feb. 2013) (online at 
cbo.gOv/sites/default/files/cbofiles/attachments/43900_ACAInsuranceCoverageEffects.pdf). 

U.S. Internal Revenue Service, Small Business Health Care Tax Credit for Small 
Employers (2013) (online at www.irs.gov/uac/Small-Business-Health-Care-Tax-Credit-for- 
Small-Employers). 

Letter from Congressional Budget Office Director Douglas Elmendorf to Senator Evan 
Bayh (Nov. 30, 2009) (online at 

www.cbo.gOv/sites/default/files/cbofiles/ftpdocs/107xx/docl0781/ll-30-premiums.pdf). 

Two Oregon insurers rethink 2014 premiums as state posts first-ever rate comparison, 
The Oregonian (May 9, 2013) (online at 

(www.oregonlive.eom/health/index.ssf/2013/05/two_oregon_insurers_reconsider.html). 
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• The failure to acknowledge the impact of ACA provisions to mitigate premium increases, 
such as the reinsurance fimd to cover costs resulting from the high claims beneficiaries, 
risk adjustment provisions to protect insurance companies whose plans contain a large 
number of high-cost enrollees, risk corridors that limit insurer losses and gains and 
reducing incentives for insurers to overestimate beneficiary costs, and the availability of 
lower-cost catastrophic plans for individuals under 30. 

• The failure to acknowledge premium reductions for many purchasers of health insurance. 
The documents provided to the Committee reveal that while some consumers in the 
individual market may see premium rate increases, others will see premium decreases. 
One insurance company document on “HCR Impact” revealed “winners” under the ACA: 
individuals who are “older and/or unhealthy with richer benefits” under their current 
policies could see a 43% decrease in their premium costs due to the requirements of the 
law.“ Another insurer’s internal analysis confirms that “[ojlder, sicker populations will 
have access to coverage and experience some rate relie[f].”^’ Women in particular are 
likely to experience reductions in insurance premiums on the individual market. One 
insurer’s internal analysis indicated that as a result of the ACA’s reforms to gender and 
age rating, young women in one state would see their premiums decrease by as much as 
74%.« 


IV. WITNESSES 

The following witnesses have been invited to testify: 

Dan Durham 

Executive Vice President, Policy and Regulatory Affairs 
American’s Health Insurance Plans 

Cori Uccello 

Senior Health Fellow, American Academy of Actuaries 
Chris Carlson 

Actuarial Principal, Oliver Wyman 
Topher Spiro 

Vice President, Health Policy, Center for American Progress 


“* [Redacted], HCR Impacts -Front End Qan. 31, 2013). 

[Redacted], The Commercial Market: Public Exchange and other ACA provisions 
impacting the Small Group and Individual Markets (Oct. 26, 2012). 

[Redacted], Attachment A -Revised April 5, 2013 (Apr. 5, 2013). 
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May 20, 2013 

The Honorable Tim Murphy The Honorable Diana DeGette 

Chairman Ranking Member 

House Energy and Commerce Committee House Energy and Commerce Committee 

Subcommittee on Oversight and Investigations Subcommittee on Oversight and Investigations 

United States House of Representatives United States House of Representatives 

2125 Rayburn House Office Building 2125 Rayburn House Office Building 

Washington, DC 20515 Washington, DC 20515 

Dear Chairman Murphy and Ranking Member DeGette: 

I write to you on behalf of Families USA, a national nonprofit, non-partisan organization dedicated to the 
achievement of high-quality, affordable health care for all Americans. 

Starting in January 2014, the Affordable Care Act will extend health coverage to millions of Americans. 
Middle- and low-income Americans will receive premium tax credits to help offset the cost of private 
health insurance. These tax credits will enable many previously uninsured individuals and families to 
purchase quality health care coverage through the health insurance marketplaces. 

Premium Tax Credits Help Millions of Americans Access Affordable Health Insurance 

Families USA commissioned The Lewin Group to use its widely respected Health Benefits Stimulation 
Model to estimate how many people across the country could benefit from the new premium tax credits in 
2014. We found that an estimated 25.7 million people will be eligible for tax credits in 2014. In 
Pennsylvania, 896,000 people will be eligible for the tax credits in 2014. More than 466,000 Coloradans 
will be eligible for the tax credits in 2014. 

Many of the people who will be eligible for the tax credits will be in working families (about 88 percent) 
and will have incomes between two and four times poverty, or between $47, 1 00 and $94,200 for a family 
of four based on 2013 poverty guidelines. However, because the size of the tax credits will be determined 
on a sliding scale based on income, those with the lowest incomes will receive the largest tax credits, 
ensuring that the assistance is targeted to the people who need it most. Young adults are the likeliest age 
group to be eligible for the credits. 

How the Premium Tax Credits Work 

The premium tax credits will act like subsidies in that individuals and families will receive help as they buy 
insurance, rather than having to wait until they file taxes to receive reimbursement through a tax refund. 
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And the help is available to individuals and families even if they do not owe any taxes. The size of the tax 
credit is calculated based on one plan offered in the new state marketplaces — ^the so-called “silver reference 
plan.” However, once the size of the credit is determined, it can be used towards the purchase of any 
private plan in the marketplace that the individual or family chooses to purchase. 

Here is an example of how the tax credit size is calculated: 

The Johnsons, a family of four (two adults, two children under age 18), with an annual income of $35,300 
(about 150 percent of poverty); If the annual premium for the silver reference plan for family coverage in 
the state marketplace in the Johnsons’ zip code is $12,500, the family's out-of- pocket contribution for 
premiums for a silver reference plan would be about $1,410 (about $1 18 a month). The remainder of the 
family’s premium for the silver reference plan would be covered in the form of a tax credit of $1 1,090. 
(That amount could also be credited toward premiums for a more or less expensive plan of the family's 
choice). 

National, State and County-Level Premium Tax Credit Data is A vailable 

Premium tax credits will help more than 25 million Americans afford their health insurance premiums and 
88 percent of these people are in working families. As we draw closer to the start of the open enrollment 
period in October, it is essential that states across the country work to inform their residents of this 
opportunity for assistance. Come January 2014, comprehensive, affordable health coverage will finally 
become a reality for millions of Americans. 

If you would like more information on national, state, or county-level estimates of the number of people 
eligible for the new premium tax credits, I invite you to read Families USA’s “Help is At Hand Report. " 
httD://www.familiesusa.org/resources/newsroom/Dress-release5/2013-nress-releases/national-tax-credit- 
eligiblilitv.html . And, here is a link to the state reports httD://www.familiesusa.org/help-is-at-hand/stat.e- 
renorts.htmi . 

Sincerely, 




Ron Pollack 
Executive Director 
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May 20, 2013 


Chairman Tim Murphy 
House Energy & Commerce 
Subcommittee on Oversight & Investigations 
2125 Rayburn House Office Building 
Washington, DC 20515 

Ranking Member Diana DeGette 
House Energy & Commerce 
Subcommittee on Oversight & Investigations 
2322A Rayburn House Office Building 
Washington, DC 20515 

Dear Chairman Murphy and Ranking Member DeGette: 

Between 1999 and 2009, health insurance premiums rose 131 percent while inflation 
over that same period was just 28 percent. Such increases have taken a significant toll 
on Americans and their ability to pay for basic needs or save for retirement. At the same 
time, the coverage for which people pay has gotten less comprehensive. The Affordable 
Care Act (ACA) begins to address these challenges. Under the ACA, the coverage 
offered to all Americans will be better than previously available and critical subsidies 
and tax credits will be provided to help offset barriers posed by affordability. 

We have begun to see evidence in the states of the effect of a transparent marketplace 
on prices. Last week, Washington State reported that Premera Blue Cross will offer a 
plan for 21-year-old non-smokers that previously cost $325 per month but will now be 
available on the exchange for $276, a reduction of 15 percent. And while a plan aimed 
at Washington’s 40 year old non-smokers offered by another carrier will show a small 
increase of $32 per month, it will provide more benefits because of the ACA and also 
offer critical prescription drug coverage. In Oregon, we have now seen plans reduce 
their proposed rates after viewing their competition's prices in the exchanges, with one 
Oregon carrier requesting their initial proposal be reduced by 15 percent. 

Under the ACA, Americans will no longer face coverage that comes with lifetime caps, 
and no one can be denied coverage due to a pre-existing condition. Coverage will be 
improved through an essential health benefits package, a limit on out-of-pocket 
expenses, and a requirement that an insurer spend 80 cents of every dollar on health 


' Kaiser Family Foundation And Health Research and Family Trust Annual Survey 2009, “Employer 
Health Benefits," page 2: htfp://kaiserfamilyfounclation.flles.wordpress.com/2013/04/7936.pdf 
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coverage rather than administrative costs. In short, Americans will obtain better 
coverage for their premium dollar. 

Nearly 60 percent of Americans get their health insurance coverage through their 
employer. About seven percent of non-elderly Americans currently purchase health 
insurance on the individual market. Older Americans not yet eligible for Medicare are 
among the fastest growing group of uninsured. These older Americans - as well as 
other uninsured Americans, will now be eligible for coverage via the competitive 
insurance marketplaces being established across the nation. For Americans who are 
uninsured and/or make less than 400 percent of the federal poverty level, tax credits 
and subsidies will be available to assist in purchasing coverage. Many young American! 
have already received coverage by staying on their parents’ coverage. A recent 
analysis also found, “Over 90 percent of young adults age 21-27 purchasing single non 
group coverage in the exchanges [will] receive significant subsidies that limit their costs 
as a share of their income.”^ 

AARP also supports efforts to encourage employment, including the elimination of 
barriers to self-employment. One of those barriers, particularly for older Americans, is 
often the need for health insurance. We are hopeful that those older entrepreneurial 
Americans, freed from the need to stay with an employer in order to continue health 
coverage - a concept known as "entrepreneurship lock” - will be more able to begin 
their own businesses. In fact, a Kauffman-RAND Institute for Entrepreneurship Public 
Policy study said the elimination of job lock could increase the number of new U.S. 
businesses by as much as 33 percent over several years as prospective entrepreneurs 
feel less constrained to stay in a job simply to keep their health coverage.® This is 
especially important for our members age 50-64, many of whom have considerable 
professional experience, yet continue to face trouble securing full time employment as 
well as still need health insurance. The ACA’s market reforms and new purchasing 
options will assist older Americans in protecting their health while, at the same time, 
allowing them greater freedom to start their own businesses. We see this as a win-win. 

Throughout the development of the ACA, AARP was especially concerned about the 
long-term health prospects of our members age 50-64 who, prior to passage, were oftei 
either denied coverage outright due to pre-existing conditions or asked to pay 
prohibitively more in premiums than younger people. We supported limiting age rating it 
order to protect older Americans from an individual market which often made health 
insurance either unaffordable or unobtainable. The Urban Institute study found, “use of 
the 3:1 band ... results in age-based premiums that more accurately match age-related 
costs among likely purchasers than would a looser rate band. The now-common 5:1 


® Urban Institute, “Why the ACA’s Limits on Age-Rating Will Not Cause "Rate Shock"; Distributional 
Implications of Limited Age Rating Bands in Nongroup Health Insurance, Quick Takes , March 2013 
® Maltby, Emily. “Will Health-Care Law Beget Entrepreneurs?” The Wall Street Journal 8 May 201 3, 
www.wsi.com . 
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age rating tends to undercharge young adults relative to their actual health care 
expenses and to overcharge older adults relative to theirs...” * 

As the ACA continues to be implemented, AARP and its members welcome the market 
reforms contained within the law compelling health insurance companies to offer 
products protecting policy holders from the financial ravages of unforeseen medical 
challenges. We applaud the significant payment reforms the ACA brings in terms of 
affordability and assistance to cover as many Americans as possible. We believe the 
marketplace improvements will have long-term benefits, both from a healthier citizenry 
and for the long-term economic outlook of the United States. 

Our 38 million members all across the nation find many of the provisions of the ACA to 
be beneficial for not just older Americans - but also for the entire healthcare system. 
While much progress has been made, there is still more to be done to tackle high and 
wasteful health care spending. AARP remains committed to continuing to make our 
members' voices heard to promote critical health insurance protections, market reforms 
and affordability programs that help all Americans access the care they need at a price 
they can afford. 

If you have any questions, please feel free to contact me or have your staff contact 
Ariel Gonzalez of our Government Affairs staff at 202-434-3770 or 
agonzalez@aarp.org. 


Sincerely, 



Joyce Rogers 

Senior VP, Government Affairs 


'* Urban Institute, implications of Limited Age Rating Bands Linder the Affordable Care Act,” Timely 
Analysis of Immediate Health Policy Issues, March 2013. 
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June 6. 20 1 3 


Ms.. Corj Lcccllo 
Senior Heairh Fellow 
Anicrictin Academy of Actuaries 
1850 M Sired. N.W.. Suilc 300 
Washington. O.C. 20036 


■Deal’ .'M'S; UcCclic; 

Thimk you fof appearing before the vSubcbmihitiec on Oversight and InvcsiigaiionS oii Monday 
May 2:0. 20 1 3> to testify at the hearing cnlitled ‘"Health Insurance Premiunis Under the Palicnt Protection 
a nd Ai'lxirdab ic ■ Ca re v\ct 

Pursuant to the Rules of the Committee on Energy and Commerce, the heari ng record remains , 
open for ten business days to permit Members to submit additional questions for the record, Whiclyare; 
attached. The format of war responses to these questions should be as follows: fl ) the name ^ 
Member vvlmse question you are addressing. (2) the complete text of the question you are addressing in 
bold, and (3) your nnswer to that question in plain text. 

To facilitate the printing of the hearing rccord, pieaserespond to these qiiestiovis by the close of 
business Oil Thur.Hday. June 20. 2013- Your responses should be c-majled to the Legisiative C%^^ 

Word tbi-mat at britta nv.havc ns@mail.house.aov and mailed to Brittany Havcn.Sv Legislfuivc Clerk, 
Comrniilec on ihicrgy and Commerce. 2125 Rayburn 1 louse Office Budding, \yashihgtob, D C. 205 15. 

’Uiank you again for yoiir time and elTori preparing and delivering testimony before the 
Subcommittee, ■■ 


Sincerciy, 



rim Miirphy 
Chairman 

Subcommiliee on Oversight and Investigations 
cc: Diana DeGeiie. Ranking Member,. Subcommittee on Oversight and Invcsiigations 


Anachment 
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American Academy of Actuaries 


June 18,2013 

The Honorable Tim Murphy 

Chairman, Subcommittee on Oversight and Investigations 

Committee on Energy and Commerce 

U.S. House of Representatives 

2125 Rayburn House Office Building 

Washington, DC 20515 

Chairman Murphy: 

I appreciate the opportunity to respond to follow-up questions from the subcommittee’s May 20 
hearing, Health Insurance Premiums Under the Patient Protection and Affordable Care Act 
(ACA), at which 1 testified on behalf of the American Academy of Actuaries.’ My responses to 
the specific questions from you and Representative Butterfield are below. 

Chairman Tim Murphy 


1. Are premium estimates calculated assuming that all people will sign up for coverage or 
that some will not obtain coverage?^ 

Premium estimates are typically calculated assuming that not all individuals will obtain health 
insurance coverage. The 2014 premiums that health insurers currently are submitting for review 
and consideration are being calculated using assumptions regarding how extensive participation 
will be and the demographic and health status characteristics of those obtaining coverage. These 
calculations will consider participation not only from the currently uninsured population but also 
among those currently with coverage who may shift from one type of coverage to another or 
drop coverage altogether. These assumptions will reflect many factors including the anticipated 
effectiveness of the individual mandate and how an individual’s anticipation of health care needs 
(plus any financial penalty for going without coverage) compares with the insurance premium 
charged (net of any subsidies). 

For health insurance markets to be viable, they must attract a broad cross-section of risks. In 
other words, they must not enroll only higher-risk individuals; they must enroll people who are 
lower risks as well. If an insurance plan attracts only those with higher than average expected 
health care spending, otherwise known as adverse selection, then premiums will be higher than 


' The American Academy of Actuaries is a 1 7,000-member professional association whose mission is to serve the 
public and the U.S. actuarial profession. The Academy assists public policymakers on all levels by providing 
leadership, objective expertise, and actuarial advice on risk and financial security issues. The Academy also sets 
qualifications, practice, and professionalism standards for actuaries in the United States. 

^ As requested by Chairman Murphy, this response elaborates on my response given during the hearing. 
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average to reflect this higher risk. Attracting healthier individuals ultimately will help keep 
premiums more affordable and stable. 

To ensure that people in poor health have access to health insurance, the ACA prohibits insurers 
from denying coverage or charging higher premiums to those with higher expected costs due to 
their health status. These prohibitions generally will result in an increase in average health 
insurance premiums, unless a broad cross-section of people participate in the private health 
insurance market — ^the young as well as the old, and the healthy as well as the sick. 

The Honorable G.K. Butterfield 


1. Will consumers in eastern North Carolina get better value from their insurance 
premiums under the Affordable Care Act? 

This response focuses on the ACA provisions that apply to non-grandfathered plans in the 
individual market. How the value consumers receive from their insurance premiums under the 
ACA will compare to that before the ACA depends on several factors, including individual 
characteristics (e.g., age, gender, health status) and how a state’s current issue and rating rules 
compare to those under the ACA provisions that will commence in 2014. In general, the ACA 
will impose more restrictive issue and rating rules in states like North Carolina that currently 
allow insurers to underwrite and vary premiums by health status and other factors. The 
compression of premiums due to the new age rating restrictions will increase the relative 
premiums for younger adults and reduce them for older adults. Prohibiting different premiums by 
gender will shift costs between men and women, depending on age. And prohibiting health status 
rating will increase the relative premiums for healthy individuals and reduce them for those in 
poor health. Premium subsidies may lower net premiums for low- and moderate-income 
individuals and families. 

Although young adults not eligible for premium subsidies may be most at risk for premium 
increases, they will have access to catastrophic plans. The premiums for these plans will be 
allowed to be set lower to reflect a younger enrollee population. 

These new features need to be considered in conjunction with other provisions that will affect the 
underlying composition of the insured population, and therefore, premiums. ACA’s guaranteed 
issue provision will prohibit insurers from denying coverage based on pre-existing conditions. 
This increased ability of high-cost people to purchase coverage could put upward pressure on 
premiums. The individual mandate and the premium subsidies will mitigate this effect by 
providing incentives for younger and healthier people to obtain coverage. Whether individuals 
shift between different types of coverage also can affect the risk pool. If employers drop 
coverage and workers shift to the individual market, the impact on individual market premiums 
will depend on the demographics and health status of those shifting. Individuals moving out of 
high-risk pools and into the individual market will put upward pressure on premiums. Offsetting 
this effect in the near terra will be the temporary reinsurance program. 


Premiums will reflect a plan’s benefit design, with more generous plans coming with higher 
premiums. New essential health benefit and actuarial value requirements could mean that plans 
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will be more generous. While this could put upward pressure on premiums, it also will lower out- 
of-pocket costs. 

2. Can you describe some of the additional benefits insurance plans may offer to my 
constituents due to consumer protections under the Affordable Care Act? 

Several ACA provisions offer consumer protections for non-grandfathered plans purchased in 
the individual and small group markets. Implementation of the ACA guaranteed issue provision 
means that individuals with pre-existing health conditions cannot be denied health insurance 
coverage. The prohibition on varying premiums by health status means that individuals with pre- 
existing health conditions cannot be charged higher premiums than other individuals. 

The ACA essential health benefit provision requires plans to offer a comprehensive set of 
benefits and lists a set of 10 health care service categories that plans must cover. The ACA 
actuarial value provision requires that, except for catastrophic plans, plans must meet certain 
thresholds regarding the share of allowed health spending that is paid for by the plan, on average. 

Other consumer protections include: 

• Standardized information regarding plan benefits and coverage, 

• Coverage of certain preventive health services with no cost sharing requirements, 

• The prohibition of annual and lifetime benefit limits,^ and 

• The right to appeal health insurance plan decisions. 


ifc :|i i(E 3); ](c 

If you have additional questions or would like more information regarding my responses, I 
would welcome the opportunity to speak with you further. Please feel free to contact me at 
202.223 .8 1 96 or Uccello@actuarv.org . 


Sincerely, 

Cori E. Uccello, MAAA, FSA, FCA, MPP 
Senior Health Fellow 
American Academy of Actuaries 


cc: The Honorable Diana DeGette, Ranking Member 
The Honorable G. K. Butterfield 


’ The prohibition on lifetime benefit limits also applies to grandfathered plans. The prohibition on annual benefit 
limits also applies to grandfathered plans in the small group market but not the individual market. 
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Mr. Chris Cv'siison ■ • 

Actuarial Principal 
Oliver Wyman Group 
! 166 6th Avenue 

New York. NY 10036 ' 

Dear Mr; Carlson; 

Thank y ou tor appearing before the Subcornmiltcc on Oversight and Invest jgalipns oil Mdndayv : 
May 20y2013vuTicstify aithe hearing entitled “Health Insurance Premiums Under the Patient Protectipn 
and'.'AlTordabl'c Care.'ActT ■ ■ 

f’tirsuant to tht‘ Rules of tlie Committee on Energy and Comntcrcc, the hearing record sethaihs 
openr for ten business days to permit Members to submit additional questions for the record; which ai’e 
attach(^. Titc forihat of your response.s to questions should be as follows: (1) the name of the 

addres-sing. (2), the complete text of the que.slion you are addre.ssing In 
k>idVand C^) yoi!r arvs\ver to that questknv in p te.xt. 

heanng record, please resporid to these questions 

business on Thursday, June 20. 20 i 3. V our responses should be e-mailed to the Lcgisiatiyc Gjerk: in 
Word tortnat at brittanv;havens;d)mail,]T Qusc.ttQv and mailed to Brittany Huveiis, Lcgisialive C 
Comrnittee on Energv^ and Commerce, 2125 Rayburn House Onicc Biulding, Washington, DXT 205 15. 

TlVank you again for yotir time and effort preparing and delivering testimony before the 
S'ubeommittce.' '■■■■■ 


Sincerely, 



Tim Murphy ' Na 

Chairman 

Subcommittee oh Oversight and Investigations 
cc; Diana DeCknie. Ranking Member, Subcommittee on Oversight and Invcsrigaiions 


Aiiachmeni 
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U.S. SENATE 

COMMITTEE ON HEALTH, EDUCATION, LABOR AND PENSIONS 
“A NEW, OPEN MARKETPLACE: THE EFFECT OF GUARANTEED ISSUE 
AND NEW RATING RULES” 

THURSDAY, APRIL 11, 2013 

QUESTIONS FOR THE RECORD 

Questions from The Honorable Henry A. Waxman: 

Mr. Christopher Carlson 

1. Your testimony discusses 2014 insurance premiums in Oregon, stating that, “the average 
premium rate in these files represents an increase of 36 to 53 percent over current 
premium rates.” This conclusion stands in contrast to the findings other experts who have 
reviewed the rates. To help understand the differences, we ask that you provide the 
Committee with a detailed description of the analysis conducted for your testimony, 
including descriptions of which carriers and plans you included in the analysis, and 
spreadsheets or other materials showing ail comparisons that were made in your analysis. 

Chris Carlson; My analysis was based on the rate filings published by the Oregon 
Insurance Division at httD://www.oregonhealthrates.org/ . The three filings 1 based my 
review on were the Individual (Major Medical) filings prepared by Kaiser Foundation 
Health Plan of the Northwest (Kaiser), Providence Health Plans and Regence BlueCross 
BlueShieid of Oregon. These three insurers represent three of the largest health insurers 
in the state of Oregon. 

The Providence filing explicitly states on the first page (labeled as Exhibit 2, Page 47) 
that the proposed rate increase is 53.2 percent, on average. 

For the Kaiser filing, 1 relied upon the exhibit labeled “Development of Rate Change or 
Base Rate” on page 5 1 of the PDF document. The calculation of the presumed rate 
increase is based on “Row (29) -20 14 Premium Requirement” divided by “Row (27) 
2013 Premiums (Current).” This calculation is $296.93 divided by $217.63 minus 1, or 
36.4%. 

For the Regence filing, we also relied upon the exhibit labeled “Development of Rate 
Change or Base Rate” on page 9 of the PDF document. The calculation of the presumed 
rate increase is based on “Row (AH) - Required Revenue” divided by “Row (AD) 

Earned Premium in the Experience Period.” This calculation is $302.91 divided by 
$211 .05 minus 1. or 43.5%. However, 1 note that this calculation is comparing the rates 
for calendar year 2012, which represents the experience period. If more recent premiums 
are considered, the calculation would reflect rate changes since the experience period and 
the increase would be revised to 32.3% (Row (AH) divided by Row (AF)). 
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iurie'6,20'13.': ' 

Ml rophcrSptr.i ’ '-I- ' V 

Vice PrcsKicni. ilealth Policy 

C!cnfcT for American Progress ■ 

1333 i-i SlroM. N.W.. KHh I'loor 
WasiiingUm. D,C. 20005 

Dear Mr. Spiro: 

'rhai>k: ybu for appearing before the Suixomrftiltec- oh Oversight and InvcMigations oiiN'lniidayV; ; 
May 20V20I 3. to testify at the hearing entitled '‘Health Ihsui-^cc Premiums Under the Patrent Proteciibh 
antrAlTdixIableCare Actf'' ' 

i’ursuani tcv the Rules bftlic Committee on Energy and Commerce, tlte hearing record remains 
open for ton business days id permit Members to submit additional questions for the record* which are 
attached, fhc format of your responses to these questions sliould be as follows; (!) the name of the 
McmlKn-v\luisequcsfioh 7 bu are addressihg. (2)the complete lextofthc question you are addressing in 
bpldyand (3) your answer to that question in plain text. 

fo facilitate the printing of the hearing record, please te.spond to these questions by the close of 
bitsiness on rhursday. June 20. 2013. Your responses should be c-mailed to the; Legislative Clerk in 
Word fbrmar at brittan v havensff?mai{.house.gov and mailed to Brittany Havens, Legislative Clerk, 
ComnviUec on Energy and Commerce, 2125 Rayburn House OlTicc Building. Washington, D.C: 20515. 

Thank you again for ybiir time and effort preparing and delivering tcstiittony befoi'e the 

Stibcomminee, ■ 

Sincerely,'.. 



Tim Murphy • 

Chairman 

Subcommittee on Oversight and Investigations 
cc; Diana DcGctte. Ranking Member. Subcommittee on Oversight and Investigations 


AtTachn>e!5l 
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Center for American Progress 




June 18,2013 


The Honorable Tim Murphy 
Chairman 

Subcommittee on Oversight and Investigations 
Committee on Energy and Commerce 
2125 Rayburn House Office Building 
Washington, DC 20515-6115 


Dear Chainnan Murphy: 

Thank you for inviting me to testify at the hearing entitled 'Tlealth Insurance Premiums 
Under the Patient Protection and Affordable Care Act.” After the hearing. Members of the 
Subcommittee submitted additional questions for the record; my responses to these questions are 
attached. 

Please do not hesitate to contact me should you or other Members have additional 
questions on this topic or other health care topics. 


Sincerely, 


Topher Spiro 

Vice President tor Health Policy 


Attachment 
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The Honorable Marsha Blackburn 


1. I am told that a receotly published ACA market reform rule will significantly impact 
the ability of a farmer cooperative program to remain in its own separate risk pool, and 
will require these farmers to be included as part of a statewide individual or small 
group pool. Today, over 40,000 farmers, their family members, and employees across 
37 states are able to purchase coverage through a farmer-owner program that pools the 
risks of just its own members. Premium costs for coverage within this farmer 
cooperative program have been very stable over the past several years and are 
commonly below the cost of coverage for similar or lesser coverages available in local 
individual or small group markets. This insurance program is farmer owned and 
driven to provide for their special health insurance needs. My concern is that if these 
farmers are no longer able to maintain their own separate risk pool, isn't it very 
possible that their premiums will increase due to the possibility that the statewide risk 
pool could prove less stable, and more risky, than their well established, present-day 
farmer coop pool? 

The farmer cooperative program is likely an “association health plan.” If this coverage is self- 
insured, the ACA market reform rule would not apply. If however this coverage is sold by an 
issuer, the ACA market reform rule could apply. In most cases, the size of the individual 
employers (farmers in this case) would determine whether the coverage is offered in the small or 
large group markets. In rare cases, the association of employers could sponsor a group health 
plan subject to ERISA, the association itself would be considered the employer, and its size 
would determine whether the coverage is offered in the small or large group markets. If the 
farmer cooperative program is one of these rare cases, the coverage would be offered in the large 
group market, and the ACA market reform rule would not apply. To determine whether this is 
the case, you should contact the Department of Labor’s Employee Benefits Security 
Administration. Finally, if the coverage is grandfathered, the program could maintain its own 
separate risk pool. 

Note that in general, there is a good reason for applying the ACA market reform rule to 
association coverage. If the rule did not apply, these plans could continue to “cherry pick” 
healthy people, driving up premium rates for everyone else enrolled in non-association coverage. 


The Honorable G.K. Butterfield 

1. Will consumers in eastern North Carolina get better value from their insurance 
premiums under the Affordable Care Act? 

Yes. In the current dysfunctional market, many insurance products do not provide real 
insurance; they are riddled with loopholes and significant coverage gaps. The Affordable Care 
Act ensures coverage of essential health benefits, guarantees access to coverage, and prevents 
rate shock when people age or get sick — security that provides real value to everyone. In 
addition, the “medical loss ratio” ensures more value for your premium dollar by requiring 
insurers to use at least 80 % of your premium for actual health care, not administrative costs. 
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Finally, the Exchanges will allow consumers to more easily shop for and compare plans, which 
will have to compete based on value rather than their ability to screen out unhealthy people. 

2. Can you describe how tax credits can help a young and healthy male from Warrenton, 
North Carolina reduce the amount he pays for health insurance? 

Suppose that the young and healthy male from Warrenton, NC is age 25 and earns an annual 
income of $25,000. Further suppose that the annual premium for a plan offered in the non- 
employer market is $3,030 (CBO’s estimate of the national average). This individual would be 
eligible for a tax credit of $1,301, covering 43% of the premium for a Silver plan and 52% of the 
premium for a Bronze plan. Keep in mind that this individual could also be eligible for his 
parents’ coverage or could buy a less expensive catastrophic plan. You can calculate these credit 
amounts for different ages and incomes by using the Kaiser Family Foundation’s online subsidy 
calculator at http://kff.org/interactive/subsidv-ealculator/ . 

3. Can you provide additional examples of insurers lowering premiums through increased 
competition in the Individual Exchanges? 

In California, competition has already resulted in a choice of plans that provide top value. 
Thirty-three plans competed to offer coverage through the Exchange, called Covered California, 
As the Washington Post pointed out, “health plans know that they’re competing against others 
for the chance to access millions of customers with tax subsidies” — ^which put downward 
pressure on their premium bids. Covered California selected thirteen plans that offered the best 
value, providing consumers a choice of three to six plans even in rural areas. Four of these plans 
are new entrants to the market. As a result of this competition, premiums will be lower than 
actuaries had projected. 
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